- Council of the
European Union

Brussels, 22 October 2015

(OR. en)

13297/15

ECOFIN 793

UEM 381
COVER NOTE
From: Ivan Rogers, Permanent Representative, UK Representation to the EU
date of receipt: 15 October 2015
To: Mr Carsten PILLATH, Director General, Council of the European Union
Subject: United Kingdom: Report on Effective Action, as laid down in Article 3(4a) of

Council Regulation (EC) 1467/97 on action taken by United Kingdom in
response to the Council’'s recommendation under Article 126(7) TFEU.

Delegations will find attached the first part of the Report on Effective Action, as laid down in
Article 3(4a) of Council Regulation (EC) 1467/97 on action taken by United Kingdom in response

to the Council’s recommendation under Article 126(7) TFEU.

13297/15 MCS/ah
DGG 1A EN

www.parlament.gv.at


http://www.parlament.gv.at/pls/portal/le.link?gp=XXV&ityp=EU&inr=81172&code1=RAT&code2=&gruppen=Link:13297/15;Nr:13297;Year:15&comp=13297%7C2015%7C
http://www.parlament.gv.at/pls/portal/le.link?gp=XXV&ityp=EU&inr=81172&code1=RAT&code2=&gruppen=Link:13297/15;Nr:13297;Year:15&comp=13297%7C2015%7C
http://www.parlament.gv.at/pls/portal/le.link?gp=XXV&ityp=EU&inr=81172&code1=RMA&code2=&gruppen=Link:ECOFIN%20793;Code:ECOFIN;Nr:793&comp=ECOFIN%7C793%7C
http://www.parlament.gv.at/pls/portal/le.link?gp=XXV&ityp=EU&inr=81172&code1=RMA&code2=&gruppen=Link:UEM%20381;Code:UEM;Nr:381&comp=UEM%7C381%7C
http://www.parlament.gv.at/pls/portal/le.link?gp=XXV&ityp=EU&inr=81172&code1=VER&code2=&gruppen=Link:1467/97;Nr:1467;Year:97&comp=
http://www.parlament.gv.at/pls/portal/le.link?gp=XXV&ityp=EU&inr=81172&code1=VER&code2=&gruppen=Link:1467/97;Nr:1467;Year:97&comp=

The Permanent Representative

UK REDI'ESEI'ItEItIDI'I Ambassador lvan Rogers

to the EU Brussels N Endeniheaill

1040 Brussels
Belgium

Tel.: 32 (2) 287 8211
Faw: + 32 (2) 287 8396
e-mail: ps.parmrep@fon gov.uk

Mr Carsten Pillath ) )
Director General, T CEMERALDU |
General Secretariat of the Council ' == i =i S
Rue de la Lai, 175

B-1048 VT .;ai.a.E-‘LEu'D?Tﬁ‘uW

Brussels R - 201

Belgium | Regu i
| H |

14 October 2015 | s e

Deaw Mvr. PWI?IQCJ ﬁ“z*‘,

REPORT ON UK ACTION BASED ON THE COUNCIL EXCESSIVE DEFICIT
PROCEDURE RECOMMENDATION

1. | am writing to update you on the UK Government's most recent fiscal plans in the
context of the Council Recommendation of 19 June 2015 that the UK achieve a
headline budget deficit (treaty deficit) lower than 3 per cent of GDP by 2016-17. The
Council Recommendation established a deadline of 15 October 2015 for the UK to
implement appropriate measures, if required, and, in accordance with Article 3(4a) of
Council Regulation (EC) No. 1467/97, to report in detail to both the Council and the
Commission on the fiscal strategy required in order to achieve the targets.

2. The requirements set out in the Corrective Arm of the Stability and Growth Pact
(Aricle 3.4a of Regulation 1467/97 as amended) state that, following a new
recommendation, Member States need to provide information on:

a. Targets for government expenditure and revenue and for discretionary
measures, on both the expenditure and revenue side consistent with the
Council's recommendation.

b. Information on the measures taken and the nature of those envisaged to
achieve the targets.
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3. The new Government set out its fiscal plans in the Summer Budget on 8 July 2015.

This letter, which | am jointly sending to Mr Marco Buti (DG, Economic and Financial
Affairs, European Commission), accompanies a copy of the 2015 Summer Budget
and the independent Office for Budget Responsibility's (OBR) Economic and Fiscal
Outlook, and highlights the information in the Budget that is pertinent for the targets
in the recommendation. | address each element of the EDP recommendation in turn:

End the present excessive deficit situation by 2016-2017.

4. The recommendation makes clear that to reach the targets set, “the UK needs to fully

implement, in a timely manner, the measures announced up to and including the
2015 budget (March), with any modifications in relation to the current plans being
fiscally neutral; in that case, no further measures on top of those already announced
will be nesded.”

. Following the Summer Budget, the UK remains on course to meet the

Recommendation set by the Council in June to put an end to the present excessive
deficit situation by 2016-2017. The OBR forecasts a UK treaty deficit of 2.3% GDP in
2016-17.

This is underpinned by the UK's commitment, set out by the Chancellor in his
Summer Budget, to eliminate the deficit. The Government will introduce new fiscal
rules to: achieve an overall surplus in 2019-20; for the debt to GDP ratio to be falling
in every year to 2019-20; and, embed the reguirement for governments to run
surpluses in normal times. Running a surplus is the most reliable way to reduce the
debi-to-GDP ratio in the long term.

. The attached Summer Budget provides an overview of consolidation plans over this

Parliament to reach a surplus in 2019-20 (Table 1.5 on page 20). In addition to
significant in-year savings announced in June, about half of the measures required to
eliminate the deficit are detailed in the Summer Budget. This comprises £12 billion
savings from welfare reform and £5 billion savings generated by reforms to the tax
system which are intended to tackle tax avoidance and tax planning, evasion and
non-compliance, and imbalances in the tax system. The remaining measures will be
identified after rigorous examination in the Spending Review/Autumn Statement
process, which the Chancellor will present to Parliament on 25 November 2015, We
will confirm our commitment to increase spending on the NHS and ensuring that 2
per cent of GDP is allocated to defence spending.

. These consolidation measures will be made smoothly over the current parliament,

with £6 billion of consolidation by 2016-17 already detailed in the Summer Budget.
This comprises approximately £5 billion of savings through welfare reform as well as
over £1 billion of measures addressing avoidance and tax planning, evasion and
compliance, and imbalances in the tax system. These measures are explained in
detail in Section 2 of the attached Summer Budget (pages 71 - 98), as are the
numerical impacts each measure is forecast to have on consolidation (Table 2.1 on
pages 72 —T74).
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8. The welfare reform measures that are forecast to have the greatest impact on

reducing the 2016-17 deficit are reforms to tax credits and Universal Credit. We
expect that increasing the tax credits taper rate to 48 per cent will reduce spending
by £1.5 billion, while reducing income thresholds in tax credits and work allowances
in Universal Credit will save a further £2.9 billion. Further announced changes to
welfara reform include: changes to the welfare cap; further changes to tax credits and
Universal Credit (including reducing the income rise disregard in tax credits); and
changes to housing benefits (such as a reduction of social sector rents by 1 per cent
each year from 2016-17 onwards). The net sum of these changes is an improvement
of £5.0 billion in the government's preferred measure of the 2016-17 budget deficit,
Public Sector Net Borrowing (Table 2.1 on page 74).

. Increasing the Insurance Premium Tax from 6 per cent to 8.5 per cent is expected to

increase receipts by a further £1.5 billion. Further announced measures include:
addressing imbalances in the tax system (including equal treatment for generators
under the Climate Change Levy); addressing avoidance and tax planning (such as
tackling avoidance by hedge funds and private equity firms); preventing evasion (for
example, increased compliance from large businesses); and promoting compliance
(tackling illicit alchohol and tobacco). The net sum of all these changes is an
improvement of £1.3 billion in 2016-17 Public Sector Net Borrowing (Table 2.1 on
page 74).

Reach a headline deficit (treaty deficit) of 4.1 per cent of GDP in 2015-2016 and 2.7
per cent GDP in 2016-2017.

10.The Summer Budget set out a strategy to smooth the path to the overall surplus in

2018-20, maintaining the same average pace of reduction in the headline measure of
Public Sector Net Borrowing in this Parliament as in the last. Against EDP targets for
the headline budget deficit (treaty deficit) of 4.1 per cent in 2015-16 and 2.7 per cent
in 2016-17, the independent OBR forecast published alongside the Summer Budget
projects the 2015-16 deficit at 4.0 per cent and the 2016-17 deficit at 2.3 per cent of
GDP (see table 4.31 on page 156 of the OBR Economic and Fiscal Outlook). The
UK's fiscal plans therefore remain consistent with the target in the recommendations
to bring an end to the excessive deficit situation by 2016-17. The OBR will publish a
new forecast alongside the Spending Review and Autumn statement next month.

Table 1- UK Performance against EDP headline deficit (treaty deficit)
Recommendation Post Summer Budget

EDP EU Spring OBER July
Measure target forecast forecast
Headline | 2015-16 4.1% 4.1% 4.0%
Deficit 2016-17 2.7% 2.7% 2.3%
3
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Improvement in the structural balance of 0.5 per cent of GDP in 2015-2016 and 1.1
per cent of GDP in 2016-2017

1,

Turning to the structural deficit, the Summer Budget forecast shows an improvement
in the structural balance of 0.7 per cent in 2015-16 and a further improvement in the
structural balance of 1.5 per cent in 2016-17 (zsee Table 2 below, or Table 1.6 on
Page 23 of the attached Budget document).

Table 2: UK Performance against EDP structural adjustment Recommendation Post

July
Measure EDP EU Spring OBR July
Target forecast forecast
Structural | 2015-16 0.5% 0.5% 0.7%
adjustment |67 | 1.4% 1.0% 15%

Implement all previously announced measures, with any modifications being fiscally-
neutral in relation to the current plans

12. The Summer Budget sets out a smoother fiscal path, leading to a lower public sector

net debt as a share of GOP and a higher surplus in 2019-20, relative to the March
Budget. The recommendation also states that the UK should further detail planned
expenditure cuts in the upcoming Spending Review. The current Spending Review is
ongoing and the Government will publish the results on 25 November, alongside the
Chancellor's Autumn Statement.

The UK should accelerate the reduction of the headline deficit in 2015-2016 and 2016-
2017 if economic, financial or budgetary conditions turn out better than currently
expected.

13. The UK Government plans to reduce the headline deficit (treaty deficit) over 2015-16

14,

and 2016-17 at an appropriate rate, as set out in the targets above. The Government
is continually menitoring developments in the global economy closely and their
impact on the public finances. The recommendation also states that further cuts in
capital expenditure should be avoided. The Government will set out its capital
expenditure plans in the forthcoming Spending Review, This will enable us to achieve
the Council's recommendation in a way that is consistent with the current
government's targets of decreasing debt-to-GDP over each of the next five years and
running a surplus in 2019-20,

The attached 2015 Summer Budget and the Office for Budget Responsibility's
Economic and Fiscal Outlook provide further background on our fiscal measures over

the medium term.
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15. My team in the Permanent Representation, and colleagues at HM Treasury, stand
ready to answer any questions you may have in relation to the UK's fisal policy.

vhurd
[ e

IVAN ROGERS
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Annex 1: Council Recommendation (EU) 2015/1028 of 19 June 2015

(1) The United Kingdom should put an end to the present excessive deficit situation by
2016-2017 at the latest.

{2) The United Kingdom should reach a headline deficit of 4,1 % of GDP in 2015-2016 and
27 % of GDP in 2016-2017, which should be consistent with delivering an
improvement in the structural balance of 0,5 % of GOP in 2015-2016 and 1,1 % of
GDP in 2016-2017, based on the Commission's updated 2015 spring forecast.

{3) The United Kingdom should fully implement the consclidation measures incorporated
into all budgets and autumn statements up to and including the 2015 budget to achieve
the recommended structural effort, with any modifications being fiscally-neutral in
relation to the current plans. The United Kingdom should further detail the expenditure
cuts in the upcoming Spending Review. These are necessary to ensure the correction
of the excessive deficit by 2018-2017.

(4) The United Kingdom should accelerate the reduction of the headline deficit in 2015-
2016 and 2016-2017 if economic, financial or budgetary conditions turn out better than
currently expected. Budgetary consolidation measures should secure a lasting
improvement in the general government structural balance in a growth-friendly manner,
In particular, further cuts in capital expenditure should be avoided.

{5) The Council sets the deadline of 15 October 2015 for the United Kingdom to (i) take
effective action; and (i) in accordance with Article 3{4a) of Regulation (EC) Mo 1467/97
to report in detail the consolidation strategy that is envisaged to achieve the targets.

Furthermore, the UK authorities should (i) comply with the obligation to set out a medium-
term budgetary objective as laid down in the Stability and Growth Pact; and (ii) implement
the planned reforms of increasing the state pension age in order to contribute towards
strengthening the long-term sustainability of the public finances,

Finally, to ensure the success of the fiscal consolidation strategy, it will also be important to
back the fiscal consolidation by comprehensive structural reforms, in line with the Council
Recommendations addressed to the United Kingdom in the context of the European
Semester and in particular those related to the preventive arm of the Macroeconomic

Imbalances Procedure.
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HM Treasury

SUMMER BUDGET 2015

Retum to an order of the House of Commons
dated 8 July 2015

Copy of the Summer Budget Report — July
2015 as laid before the House of Commaons
by the Chancellor of the Exchequer when
opening the Budget.

David Gauke
Her Majesty’s Treasury
8 July 2015

Ordered by the House of Commons to be
printed 8 July 2015

HC 264
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This is a Budget that puts security first. [t ensures economic security for working people by
putting the public finances in order and setting out a bold plan for a more productive, balanced
economy. [t supports nation al security by investment in defence. |t sets out bold reforms on tax
and welfare, and introduces a Mational Living Wage sowe move Britain from a low wage, high
tax, high welfare economy to a higher wage, lower tax, lower welfare economy. It delivers on
the promises on which the government was elected.

Since 2010, the government has pursued a long-term economic plan that has halved the deficit
as a share of GOP For the first time since 2001-0%2, the national debt is falling in 2015-186,
meeting the target set outin 2010, The UK was the fastest growing GF economy in 2014,
employment has reached recard levels, and wages are rising above inflation .

But the job is not yet done, At 4 9%, the deficit remains too high, and productivity remains too
[owy. The economy is still too unbalanced, and more needs to be done to build up the nations
and regions of the UK, and to dose the productivity gap between the north and south. The
wielfare bill is too high, and the welfare systern traps too many people in benefit dependency.
And for too long, the government has addressed low pay by subsidising it through the tax credit
systerm, instead of delivering lower business taxes and asking business to pay higher wages,

This Budget sets out the action the government will take to:

eliminate the deficit and run an cverall surplus to start paying down debt, while increasing
spending on defence and the MHS

revvard work and back aspiration, by introdudng a new Mational Living Wage, cutfing taxes
so people can keep more of what they earn, and reforming the welfare system to make it
more affordable and fair to the tagpayers who pay for it

back business and make the economy more productve, by cutting corporation tax and
increasing the permanent lewel of the Annual Investment Allowance, and by undertaking
major reform of funding for skills and infrastructure to ensure higher standards of living for
everyoneg in the LK

secure a fruly national recovery, by devolving powers and budgets to build a Northern
Powrerhouse, and create the right conditions for strong growth throughout the UK

The government’s long-tenm economic plan has laid the foundatons for a stronger econ omy,
and the UK's recovery is now well established  The labour market remains strong, and in the
3 months to April 2015, employment was around record levels at 311 million.

Earnings groweth is continuing to streng then, with eamings up 2.7% over the year in the
Fmonths to April 2015, Living standards are forecast to be higher in 2015 than they were in
2010, and are expected to continue to grow over the forecast period.

However, Eritain is still running a 4 9% deficit, and debt is abowe 80% of GDF As seen in recent
wieoks, the risks from abroad, not least within the euro area, demonstrate the need to secure the
LIK's economic recovery,

Surnrner Budeet 2015
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The government will continue to reduce the deficit by around 1.1% of GDP a year on average,
the same pace as over the last Padiament. This fiscal path means that the deficit falls smoothly,
and that debt falls as a share of GDP in every year of the Parliament. At the same time, the
government will ensure that the UK spends 2% of GDP a year on defence for the rest of the
decade, and that spending on the NHS in England increases by £10 billion per annum in real
terms by 2020-21. As a result of this plan, a surplus will be achigwed in 2019-20, and debt

as a share of GDP in that year is forecast to be lower than expected at March Eudget 2015,
Mew fiscal rules will cement this fiscal path, and ensure that governments run surpluses in
normal times.

To achigwe the surplusin 2019-20 the govemment will undertake around £27 billion of further
consolidation measures. This Budget sets out around £17 killion of measures that will reduce
the deficit, induding £12 hillion by 2019-20 from welfare reform and £5 billion by 2019-20
from tackling tax avoidance and tax planning, evasion and compliance, and imbalances in the
tax systerm. In the autumn, the government will set out plans to deliver the remaining

£20 billion of consalidation measures required to achieve the surplus following a rigorous
Spending Review process,

The Office for Eudget Responsibility (OBR) forecasts GDP growth of 2 4% in 2015, 2.2%in
2016, and 2 4% for the remainder of the forecast period.

The QBR forecasts employment to be 21.2 million in 2015, nsing each year to 32,7 million in
2020,

CPl inflation is forecast to be below target in 2015, returning gradually to 2 0% in 2020

Public sector net borrowing is forecast to fall to 2 7% GOPin 2015-16 and then to fall each year.
The OBR forecasts that the public finances will return a surplus of £10 billion in 2019-20.

Public sector net debt is forecast to peak at 80 8% of GDP in 2014-19, before falling each year
and reaching £3.5% of GDP in 2020-21.

Underpinning the government’s approach is a commitment to revward work and support
aspiration. This Budget ensures that the welfare systam is fair to taxpayers wihile supporting the
mostwulnerable, and builds an economy based on higher pay, [ower taxes and [ower welfare,

It ensures that the richest are paying a greater share of tax than they were at the start of the last
Parliament, whilst the poorest continue to receive the bigger share of spending.

This Budget:

introduces a new Mational Living Wage for workers aged 25 and abowe, and asks the Low
Pay Commission to set out how it will reach &0% of median earnings by 2020; based on OBR
forecasts, this means that the National Living Wage will reach the government's target of
chver £9 by 2020

reduces faxes on working people by further increasing the personal allowance to £11,000 in
2016-17 and the higher rate threshold to £42,000; as a result of increases to the personal
allcvwance announced since 2010, a typical basic rate taxpayer will be £905 better off

Surnrmer Budget 2015
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confirms that, from september 2017, free childcare entitlement will be doubled from
15 hours to 20 hours a week for working parents of 2 and 4 wear olds

sefs out the next stage of welfare reform, delivering on the government's commitment to
save £12 billion from the working-age welfare budget by 2019-20, induding by freezing
wiorking-age benefits and Local Housing Allowances for 4 wears, reducing rents in sodal
housing by 1% a year for 4 years, reducing the benefit cap, and reforming tax credits and
Universal Credit with support focussed on those with [ower incomes

reforms the taxation of dividends by replacing the Dividend Tax Credit with a Dividend Tax
Allowance of £5,000 and setting new dividends tax rates

takes the family home out of inheritance tax for all but the wealthiest with a new
transferable nil-rate band of up to £175,000 per estate when a main residence is passed to
direct descendants; this means that the effective inheritance tax threshold will e £1 million

pays for this by introdudng a taper to the annual allowance for pensions tax relief for those
with total income ower £150,000

increases the standard rate of insurance premium tax from &% to 9.5%, and extends the
time before a car needs its first MOT test from =3 years to 4

restricts relief for mortgage interest for individual landlords to the basic rate of income tax,
phased in over 4 years, limiting the adwvantage that these individuals currently enjoy ower
those purchasing their cwn home

ends the permanent non-domicile status

tackles tax evasion, avoidance and tax planning, increases fax compliance, and addresses
imbalances in the tax system

The best way to create jobs and raise living standards over the long term is to support business
and increase productivity by making it more com petitive and by prioritising investment in skills
and infrastructure. This Budget sets out a plan to back business and support productivity by

cutting the corporation tax rate further 1o 19% in 2017 and 18% in 2020, benefitting owver
1 million businesses, large and small

setting the level of the Annual Investment Allowance to £200,000 from lanuary 2018, its
highest ever permanent level

raising the Employment Allowance by £1,000 to £3,000 from April 2016 to suppaort small
businesses and charities to create jobs

introducing a levy on large employers to fund 3 million new, high quality apprenticeships this
Parliament

sUpporting sustainable investment in universities by turning maintenance grants into loans,
saving £2.5 billion by 2020-21

reforming vehicle excise duty for new cars and hypothecating the revenue from 2020 toa
Roads Fund to ensure sustained inwvestment in the strateqic road network

Surnrner Budeet 2015
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The government believes that the only way to secure a truly national recovery is through a
fundamental rebalancing of the British economy based on investment across the regions,
groweth driven by the private sector, and further devolution to increase local decision making .

The government is:

deliwering on its commitment o devohe further powers to Scotland, Wales and Morthern
[reland, introducing the Scotland Bill, and commending discussions on a revised Scottish
fiscal framework

building strong dty regions by devolving further powers to Greater Manchester and warking
towrards dewolution deals with the Sheffield City Region, Liverpool City Region, and Leeads,
West Yorkshire and partner authorities as part of building a Morthern Powerhouse

supporting private-sector-led growth, and delivering on the long-term economic plans for
the regions by continuing fo invest in transport, science and skills

A summany of the fiscal impact of Budget policy decisions is set out in Takble 1. Chapter 2
provides further information on the fiscal impact of the Eudget.

£ million

201516 201617 2017-13 2013-19 201920 2020-21
Total spending policy decisions +2580 45,085 45,845 #3270 +11.280  +12415
Total tax policy decisions +980  +39380 45080 46825 +5785 +8470
TOTAL POLICY DECISIONS +3,5f0  +907/5 +11035 +15095 +17,065 +13,385
' Credinuge refloct the OBGS latedt econamic and fecal dederminants.
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Chart 1 shows public spending by main function. Total Managed Expenditure is expected to be
around £742 billion in 2015-16&.

Dbt interst — £36 hillion
Dther (including EU transactions) — £48 hillion

Public omder and safety — £34 billian
Social protection — £231 hillion
Houwsing ard erviranment — £28 billion

Industny, agriculture and employment
- £24 hillion

Defence — £45 hillion

Fersonal sacial services — £30 hillion
Education — £89 hillion

Trarsport — £28 hillion Health — £141 hillian

Setwrce: Oiffce for Budged Resporsibiity 20 15 16 estimates. ustrabive sllocations b finctions are based on BT anabeds inchoding capital
cargumedion fgures from the Offfice for W ahiona! Sadishics, Fogures may noetzum due o recnding.

Chart 2 shows the different sources of government rewenue. Public sector current receipts are
erpected to be around £67 2 hillion in 2015-16.

Cher (non-tages) — £44 Billion

Other (faxes) — £65 billion
Incorne tas—£170 killion
Councl tay — £28 killion

Business rates — £2 8 hillion

VAT - £133 killion
Mational Insurance
contributions— £115 billion

Corporation tax— £42 hillion Excise duties — £47 billion

S Oiffoe for Budget Resporsibilly, 2015 06 forecast Figures may nodsum die b rounding.
Cher Fames) inchudes capital faxes, stamp dubies, velicle excle duties and ather smaller dax receipts. Ofher fhon-tares) incudes fnberest
and dividends, gross operabing surpie and cdher smaler nontar receipds.
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The government’s long-tenm economic plan has secured the recovery. The government's
fiscal responsibility has allowed monetary activism to support demand in the economy
alongside repair of the financial sector. This has been supported by supplh-side reform to deliver
sustainable increases in standards of living.

The UK's economic recavery is well established . The UK was the fastest growing &7
economy in 2014 growing by 3 0%, its best performan ce since 2006 The Organisation for
Economic Co-operation and Development (CECD) forecasts the UK to be the fastest growing GF
economy again in 2015, as shown in Chart 1.1 2 Christine Lagarde, Managing Director of the
International Monetary Fund {IMF), said “when we ook at the comparative growth rates
deliverad by warious countries in Europe it's obvious that what is happening in the LK. has
actually wiorked” 3

35

% change, year-on-year
30

20— —

1.5 - -

05— — — — T
I

0.0 L

0.5 T T T T T T

LK L% Canadla Gerrmany Franece lapan [taby

|:| 2014 {outturn) |:| 2015 (QECD farecast)

Sengroe: Organiation for Coonomic Co-aperation and Developmend, Offoe o Mationa! Sabishics.

VAl UK econarmy data from Office far Mational Statistics (OM5) unkess othenwise stated. Further detail can be found in
“Surnrner Budget 2015 Data Sources”.

*0ECD Econorn i Outlonk’, Oroanisation for Eaonorn ic Co-operation and Developrment (OECD), June 2015,

# Christine Lagarde, International Monetary Fund (IMF) Spring Mestings press conference, April 2015,
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The government’s long-term economic plan has laid solid foundations for a stronger
economy. This Budget continues the work of repairing the public finances, addressing the long-
standing weakness in productivity and rebalandng the economy. It recognises the risks from
abroad and the need to secure Britain's economic future,

The UK labour market performance continues to be strong. In the 3 months to April
the emplovment level and rate were both around record levels at 21,1 million and 72 4%
respectively. The recent growth in employment predominantly reflects increases in full-time
employment and those employed in high and medium-skilled occupations. Cver the past year,
dL% of the increase in employment has been in full-time work and 92% has been in high or
medium-skilled jobs *

The proportion of those who are inactive has been falling and is lower than it was before
the crisis, but there are stll too many working-age people who are not engaged in the labour
force. Encouragingly, the increase in partidpation has been strong amongst women and older
wiorkers. The number of working-age women participating in the labour force has increased by
chier 700,000 since the beginning of the crisis. In the past year alone there have been an extra
200,000 workers aged over 50 in the labour force.

The UK's labour market has stood out among major advanced economies. Since the trough
in the recession, the UK's increase in employment rate has been the second largest in the G7
behind only Germany® The UK has taken another step towards achigving the govemment’s
full-employment ambition to have the highest employment rate in the G7, having overtaken
Canada in Q1 2015 to have the third highest employment rate in the G, behind lapan and
Germany, as shown in Chart 1.2,

a0
Employ ment rate {age 15-54, %)

75

0 = —

60 —H — — — — —

55 —H - - - - - m
=14

T T T T T T
Germary lapan LK Canada U3 France [taly

O Post-2008 trough ] Latest

temiwrce : Organizabion for Coonomic Co-operadion and Oeyelopment.

THigh and medium-skilled nccupat ions as defined in ‘Eaonamic Beview’, ONS, Decarnber 2014,
#Shart-Term Labour Market Statistics’, OECD, lune 2015,
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Eamings growth is continuing to strengthen with earnings up 2.7% over the year in the 2
months to April, the fastest growth in real wages since 2007 . The QER forecasts eamings to
continue to nse above inflation ower the forecast penod, as shown in Chart 1.2.% The [ow
inflation recently experienced in the LK, driven by lower fuel and food costs, has helped suppaort
real incomes and household budgets. Compared to May 2014, fuel and food prices are 11 0%
and 1.8% |ower respectively.

G
% change, quarter on the same quarter previous year
5
4___
E—I- —
2__ | w3 Ly - .
1 —1 % 2 LN Fy 5 | -
¥l -
-1
-2
-3 T T T T T T
2008 2mMn 2mz2 2014 2018 2018 2020
Awerage earnings growth CBR farecast
CPFl inflation OBR forecast

Soiree : Oiffce for Mationa! Stadishics, Oiffce for Budget Resporsibifihe

Real Household Disposable Income (RHOI) per capita is the most up to date and
comprehensive measure of living standards as it takes into account employment levels, the
effects of fax and benefits, as well as inflation . Living standards, as measured by BHDI per capita,
are forecast to be higher in 2015 than they were in 2010 and to confinue to grow over the
forecast period.

A sustained improvement in productivity growth is critical to delivering the OBR's forecast
for the economy. 1Lis also the single most important determinant of average living standards
and is tightly linked to the differences in wages across countries,

A large and long-standing productivity gap exists between the UK and other major
advanced economiss. Qutput per hour in the UK was 17 percentage points below the G7
average, 27 percentage points below France, 28 percentage points below Genmmany
and 21 percentage points belovw the USin 2013, as shown in Chart 1.4.7 This gap existed prior
to the finandal crisis but, whilst the LI has not been aloneg in having weak productivity growth

Al forecasts refer to the Office for Budget Responsibility (OBR) ‘Ecoromic and fiscal outlook’, July 2015, unless
othenwise stated,
YInternational Comparisons of Productivity — Final Estimates, 2013, OMS, Februany 2015,
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since the financdial crisis and there are issues around the data, itis clear this gap has widened ®
The recent weakness in productivity growth has also occurred alongside strong employment
growth in the LIK.

40

% gap in output per hour

0 — — —

10 — - — =

Ao —

-20 T T T T T T
lapan Canada [taly 7 e UK France Germany 5

Seirrce : O ganisation for Ecanamic Co-operation and Development, Offce for Maliona! Sabishics,

The gowernment is committed to reforming the LIK economy to make it more productive,
The government is publishing a productivity plan which tackles the LK's serious long-term
challenges, with major reforms to improve the UK's infrastructure, tackle failures in the skills
systerm, improve the planning system, encourage long-term finance for productive investment
and give dfies the governance and powers they need to succeed  Further information on the
gowernment’s plan to support productivity is set out below, in ‘Backing business and improving
produCtivity”

London is one of the world's greatest global dties and a huge asset for the national
economy, butin recent decades the LIK has relied too heavily on the capital to generate growth,
The UK's continued national prosperity depends on regions and cities outside the capital daing
weell . The government has a comprehensive plan to rebalance the economy and strengthen ewery
part of the UK, bringing together the great cities and counties of the north of England, and
supporting other vital regional economies such as the Midlands and South West.

Since 2010 unemployment has fallen in eveny region and almost two-thirds of the LK
wide increase in private sector employment can be attributed to regions outside London and
the South East. Qutput per head in the North West, Morth East, West Midlands and Wales grawn
faster thanin London in 2012, The government will go further by supporting the resurgence
of strong metro-wide areas through devolution, enabling cities towork together to take
responsibility for their own economic success by the creation of an elected mayor. Further
information on the government’s plan is set out below, in "Ensuring a truly national recoven”

#International Comparisons of Productivity — Final Estimates, 20137, ONS, Februany 2015,
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As the recovery has become established, growith has been more broadly balanced across
sectors. There has been widespread growth across all major sectors since the start of 2013,
Manufacturing, construction and services all grews biy 2% or more in 2014, the first time since
records beganin 1990,

After falling during the crisis, recent UK growth has been more investment rich with
business investment increasing as share of GOP. Real business investment has increased from
9.0% of GOP in 2010 to 10.6% of GDP in 2014 and is forecast to continue to do so. Howeyer,
total investment as a share of outputin 2014 was still lawer in the UK than all other major
advanced economies except [taly.® This is addressed in the produ ctivity plan which will set out
measures fo encourage long-term investment in economic capital, induding infrastructure, skills
and knowledge,

The UK is one of the most apen economies in the world, with significant trade and
financial links with other countries. Weak euro area growth has meant goods exports to ELU
countries have been subdued, falling by & 3% since Q1 2008, However UK exports have
continued to expand in other markets, as shown in Chart 1.5 Thevolume of goods exports to
outside of the EU has increased by 24 1% since Q1 2008 . The value of goods exports to the
faster growing BRIC (Erazil, Russia, India, and China; economies has increased by 25 1% since
Q1 2008,

140
Export volumes, kevel indexed to 100 at Q1 2008
130

120 - - — —
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100 — =
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EL Man-EL

Seoapcer Ohifioe for Makiona! 2abislios,

The UK's trade balance as a share of GOP has improved slightly from -2 4% in 2010, to
-2.0% 00 2014 and is expected toimprove further in 2015, The OBR's forecast for exports and
imports over the forecast period reflects the slowdown in global trade volumes that has been
seen since the early 200019 For any level of wiorld GDE world trade is now expected to be

**Quarterly Matonal Accourts’, OECD, June 2015,
¥ AWMarld Econormnic Outlook?, IMFE April 2015,
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[cwwer and this feeds into a weaker outlock for UK trade, with other advanced economies also
erpecting to see lower exports in the next fou years M

The current account deficit was & 9% of GDP in 2014, The income balance component
of the current account has declined since early 2012, reflecting lower income receied from
investment abroad. Weaker euro area growth and global prospects have seen LK investments
abroad yield lower returns while, in contrast, as the UK economy has continued to recowver, the
payments made on foreign investments in the LK have increased. The authorities remain vigilant
to any risks that may emerge.

The UK's large current account deficit contributes to the UK running the largest combined
government and current account deficits in the G7, as shown in Chart 1.6, A current account
deficit means the LK is a net foreign borrower and is acquiring more foreign liabilities than
assets. The UK has run a persistent current account defict for 20 years and a small deficitis
sustainable with continued capital inflows . The LIK's budget deficit and debt position is in part
financed by these capital inflows through purchases of UK government Qilts. In comparison,
countries that have higher levels of public debt but run small current account surpluses, such as
ltaly and lapan, are less exposed to finandng risks from a shift in cverseas invester sentiment.
The government’s fiscal plan to complete the repair of the public finances should support a
gradual narrowing of the current account deficit and reduce this exposure.

-15

% of GDP, irverted scale
-10

German'_-,rI [taly I Canada I France I lapan I L5 I UK

. Current acoaunt balance |:| Generalgavernment balance 4 Total

Sorce  inhernationa Morsdan Fund

House price growth has moderated over the past wear, having grown stronghy during early
2014, with annual house price growth slowing to & 5% in Apnl 2015 Meanwhile, property
fransactions fell during the second half of 2014 and were 3 1% lower in May 2015 than a year
earlier. The QBR forecasts house prices to grow by 5 7% in 2015, followed by 4 1% in 2016,
before rising to 5.6% in 2020, Property transactions are forecast to fall by 1.7% in 2015 before
growth picks-up, peaking at & 5% in 2012,

Household balance sheets have continued to normalise as househalds have reduced their
debt as a proportion of income to 145% in Q1 2015, having peaked at 169% in Q1 2008,
While households take on debt over the forecast period they also accumulate assets, meaning

" ANorld Econarnic Outlook’, IMF, April 2015,
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household net wealth as a proportion of income is forecast by the OBR toincrease from & 3
imes incomein 2014 o 8.6 times incomein 2020.

The strength and sustainability of the global economic recovery is key to UK economic
prospects. The global economic recovery remains uneven and the risks from the world economy,
not least from within the euro area, demonstrate the need to continue to fix the economy to
ensure the LK can deal with nisks from abroad.

In June 2015 the QFCD revised down its global growth forecast for 2015 from 3 7%
iforecast in Movember 20143 to 3.1%, with the global recovery gaining momentum but slowly 12
The OECD revised down its forecast for LS growth in 2015 from 2.1%, forecastin its March
interim forecast, to 2.0%, while the euro area growth forecast was left unchanged at 1.4%in
2015 China's growth is expected to moderate and to fall below 7% in 2015 to & 8%,

The IMF last updated its economic forecast in Aprl 2015 and forecast global growth at
FE% in 2015 The IMF's farecast induded a marked shift in prospects across countries, with
upwvard revisions in the euro area, lapan and India, and dowmaard revisions for some emerging
markets and the US, The IMF will publish its revised global groweth forecast on 9 luly and the
forecast will reflect developments ower 31 2015 Euro area growth in Q1 2015 was 0.4%,
though the recovery remains vulnerable ™ The US 2015 growth forecast was revised down in the
IWIF's June Article Y reviews 1o 2 5%, in light of weak Q1 2015 data 15

A number of other downside risks to the global recovery remain, including:
the cear risk that the ongoing situation in Greece spills over, causing renewed instability
the risk of renewed weakness in growth and inflation in the euro area

the nsks posed to emerging markets with weak fundamentals from LS rate rises and dollar
appreciation

an escalation of geopolitical risks
the challenge for China in undertaking reform while maintaining financial stability

The financial crisis in Greece is the biggest single external risk to the UK econormy. Itis
vital that the current uncertainty is resolved, to ensure economic and finandal stability across
Europe. Britain will be more affected the longer the Greek cnisis lasts, and the worse it gets. The
government will dowhatever is necessary to profect the UK's economic security at this uncertain
time.

To deliver prosperity and security for all, the B needs to be dynamic and outward
focused, putting its resources to the most effective use. |t must empower businesses fo compete
more effectively internationally by accelerating the integration of the single market, espedally in
services, and the finandial, digital and energy sectors. Part of this would be the strengthening
of the requlatory framework for business, improving the quality of requlation, and reducing
excessive regulatory burdens on business. The EL also needs to be open to infemational trade
and complete free-frade agreements with the U5, lapan, and other developed economies, whilst
also looking towards important new fTrading partners in Asia and South Amernca.

120ECD Economic Outlbak?, QECD, June 2015,

EANorld Econarnic Outlook’, IMF, April 2015,

Wiuarterly Mational Accounts’, Eurostat, June 2015,

B2015 Article IV Consultation with the United States of America Concluding Statement of the IMF Mission’, IMF, June
2015,
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The gowernment has a clear plan of reform, renegaotiation and referendum, to make the
EL a source of growth, jobs, innovation and success. The EL must make sure the interests of
both those inside and outside the euro area are fairly balanced . The single currency is not for all
member states in the EU, but the single market and the EU as a whole must work for all.

The UK hasjoined the Asian Infrastructure Investment Bank (ANE) as a founding member,
following the announcement in barch that the U would be the first G7 member to apply to
Join . The UK s invalverment from the outset will help ensure that the AIE embodies the best

standards in accountability, fransparency and governance, and help maximise the opportunities
for British businesses and British jobs.

Percentage change on a year earlier, unless otheny se stated

Forecast
2014 2015 2015 2017 2018 2019 2020
GDP growth 30 2.4 23 24 2.4 2.4 24
Main components of GDP
Housebiold consurn ptior? 2.5 30 25 24 24 2.3 20
Gereral government cansumption 1.6 1.2 0.5 0.3 0.1 0.3 26
Fireedd irvestrment 8.6 L& L& ES L4 L4 4.1
Business 8.0 6.0 72 6.5 b6 6.5 4.7
Gereral government? 34 24 -0.1 0.9 24 2.3 20
Private cheellings? 131 6.3 4.8 4.4 4.0 3.0 33
Change in inventoriest 0.3 0.2 0.0 0.0 0.0 0.0 00
Mt tracks? 0.6 0.5 .4 -2 0.2 -0.2 0.2
CPI inflation 15 01 11 16 1.8 19 20
Employment {millions} 307 312 315 316 317 319 321
ILO unemployment & rate)® 62 5.4 51 52 53 54 54

LAl Faunes indhis fable ae rounded do dhe nearesd deaimal place. This & ned intended o conier a degree afumwarranted acouraag Components may
i sum o bodal due be rotnding and the shatishic ! dscrepanags

Flncudes haiseholds and nonrproifit i dodions sening howseholds.

Flrckades drare for costs of nenrproduced xseks,

Aot ibibion o GOP growdh, percentage poinds,

Finternational Labour Organzation

Seirce: Diffce for Budget Resparsibiity, Oiffice for Mabiona! Shabisics

The QBR forecasts GOP growth of 2. 4% in 2015 and 2.2% in 2016, Growth is revised up in
2017 and 2018 from 2 3% to 2 4% in both years and is unchanged in 2019 at 2 4% The ouiput
gap represents the amount of spare capadity in the economy. The OBR forecasts the remaining spare
capadty in the economy tobe used up by mid-2015, half a year later than forecastin Mardh 2015,

The OBR forecasts employment to be 212 million in 2015, rising each vear to 22.1 million
in 2020, Unemployment is forecast to be 5.4% in 2015, falling to 5.1%in 2016 and 5.2% in
2017 Thereafter, unemployment is forecast to be 5 3% in 2018 and 5 4% in 2019 and 2020,

The OBE has revised up business investment growth in 2015 to £.0%. Busingss investment
is forecast to grow by 7 2% in 2016 and by 6.5% or more in 2017, 2018 and 2019, The OBR
erpects private dwelling investment to grow by 6.2%in 2015 and 4 3% in 2016, Exports are
forecast to grow by 3 8% in 2015 and 2016, Export growth aver the forecast period is offset by
impoart growth.

CPl inflation is forecast to be below target in 2015 and remain below the 2% inflation
target before retuming gradually 1o 2.0% in 2020,
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Monetary policy has a critical role to play in supporting the economy as the government
delivers on its commitment for necessary fiscal consolidation, a policy strategy which has served
the UK well since 2010, The government has ensured that monetany policy can continue to play
that role fully by updating the LIK's monetany policy framework and remit for the Monetary
Policy Committes (MPO at Budget 2012, The MPC has full operational independence to set
policy to meet the 2% inflation target as measured by the 12-month increase in the CPI.

Inflation was 0.0% in March, triggering the second open letter for inflation falling more
than 1 percentage point below target, published on 12 May 2015 " The low inflation recently
erperienced in the LK has mosty been driven by global factors, notably the sharp fall in oil
prices and the decline in food prices during the second half of 2014 The Governor of the Bank
of England’s open letter to the Chancellor explained that lower contributions from movements
in food, energy and other goods prices accounted for around three-quarters of the shortfall in
inflation from targetin March.

Inflation was -0.1% in April and 0.1% in May 2015 The MPC's view is that inflation is
likely to remain close to its current rate over the next few months. At the time of the last open
letter, the MPC judged if likely that, conditional on interest rates following the path currently
implied by market vields, slack in the economy will be absorbed and inflation will return to the
2% target within 2 years 17

The Governor of the BEank of England has been dear that "a temporary penod of falling
prices, driven by large one-off adjustments in a few specific components of the CPl should not
ke mistaken for the potentially damaging process of ‘deflation’™ & The Chancellor has welComed
that the MPC remains vigilant to both upside and downside risks to its forecast and stands ready
to act if these risks materialise, to ensure inflation remains likely to return to target in a timely
fashion 1#

Credit conditions for businesses have continued to improve, supported by policy action the
government has taken, such as through the Funding for Lending Scheme (FLS) and the British
Business Bank. Gross lending to businesses has indreased by 18% in the & months to May 2015
compared to the same period last year®® Gross lending to small and medium-sized enterprises
eME S has grown By a similar amount, while net lending to SMEs is also positive so far in 2015,
having increased by £0.5 billion since lanuary 2015 # Suney evidence also continues to point
towrards improving conditions. In response to the Federation of Small Businesses Vaice of Small
Business Survey, more ShEs reported that creditwas affordable and available than at any time
since the beginning of 2012 =2

The FLS will continue to provide support for bank lending to SMEs into 2016, Since its
introduction in July 2012, the scheme has contributed to a significant fall in bank funding costs
and helped support the improvement in caredit conditions. Met lending to SMEs by participants
in the scheme was £0. & billion in Q1 2015 22 This was higher than the guarterly average of -£0 .32
billion owver 2014 and consistent with the improvement in lending across the wider market 24

¥ Qpn letter from the Gowernor of the Bank of England to the Chaneellor of the Exchequer, May 2015

Y0pen ketter from the Governor of the Bank of England ta the Chancsllor of the Excheguer, May 2015

¥ 0pen ketter from the Governor of the Bank of England ta the Chancsllor of the Excheguer, May 2015

B 0pen letter frarm the Chancellor of the Excheguer to the Governar of the Bank of England, May 2015,

D hiorey and Credit: May 20157, Bank of England statistical release, June 2015,

Adorey and Credit: May 20157, Bank of England statistical release, June 2015,

2E5B Voice of Small Business Index, Quarter 2 2015, Federation of Small Businesses, June 2015,

E'Funding for Lending Scherme — wage and kending data — Q1 2015, Bankof England mews releass, May 2015,
H'Funding for Lending Scherme — wage and kending data — Q1 2015, Bankof England news releass, May 2015,
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since 2010, the government has made significant progress on reducng the deficit and
repairing the public finances. Cwver the course of the last Parliament, the deficit was more than
halved a5 a percentage of GDP from its post-war peak of 10.2% toreach 4.9% in 2014-15 2
Dbt is forecast to have peaked as a share of GDP at the end of 2014-15 2% Howewer, risks
remain to the recovery, including from events in Greece and a slowing global economy. Debt
stands atits highest share of GOP since the late 19805, and the deficit remains among the
highest in advanced economies ¥

The gowernment is taking further action to complete the repair of the public finances.
Bunning a surplus on the headline measure of borrowing is the most reliable way to bring down
debt as a share of GDP in the long term .

In the last Parliament, the headling measure of public sector net borrowing (PSME) was
reduced by around 1.1% of GDP a year on average ®® The government has decided to maintain
the same average pace of reduction in the headline measure of PSME in this Parliament to reach
an overall surplus in 2019-20.

Table 1.2 sets out the key fiscal aggregates at the Budget, Public sector net debt (PANE)
as a share of GDP is forecast to fall in every wear of the Parliament. Debt as a share of GDP in
2019-20is now forecast to be lower than expected in the March Budget,

Estimate Forecast
201415 201516 201617 201718 201319 201920 2020-1
Public sector net borrowing (£ billion)

Surmmer Budgst 2015 592 695 43.1 4.3 6.4 -10.0 -11.6
March Buclgst 2015 802 753 394 12.8 5.2 -7 -
Change compared fo March Budget -1.0 58 3.7 1.5 1.6 -3.0 -
015

Public sector net bomowing (% GDP)

Surnrmer Budget 2015 458 37 2.2 1.2 0.3 -0.4 -0.5
Manch Buclgst 20151 5.0 4.0 2.0 0.6 0.2 -0.3 -
Change compared fo March Budget -0 -0.3 02 0.k 0.5 -0.1 -
215

Public sector net debt @ GDP)

Surmrmer Budget 20152 EOE 503 a1 772 M7 715 BE.5
March Budgst 20157 B4 502 T8 778 8 716 -
Change compared fo March Sudget 0.4 0.0 -0.6 0.6 -0.1 -0 -
015

! Figipes o 2004 1 5 were forecast ot March Budged 2015,

*Debd gt end March 2015 & outhurn, GOF centred on end March 2015 reiflechs the latest GOF forecast fram the OBE Theredone, the fgure difers
from e e Puble Seckor finances release

Seirrce:r Oifce for Budget Resporeibikily.

Tables 1.2 and 1.4 set out the changes between the OBR's March 2015 forecast and
summer Budget 2015 forecast for PAME and PSMD. This showes that, following the in-year
savings that the government announced in June and higher tax receipts, borrowing is forecast
to be £& billion lower in 2015-16 Increased asset sales strengthen the fiscal position over
the forecast period, lowerng the path of delat. This has allowed the government to increase

E'Public Sector Finances’, OMS, May 2015,

#‘Eeonarnic and fiscal outlook’, OBR, July 2015,

#Three Centuries of Data on the UK Ecorormy’, Bankof England data; ‘IMF Fiscal Monitar’, IMF, April 2015,
FHMT analysis bhased on ‘Public Secor Finances’, ONS, May 2015,
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departmental spending and smooth the path of borrowing over the Parliament, while delivering
a larger surplus in 2019-20 than expected in March. Eorrcwing will be higher in the years
2016-17 1o 2015-19 by an average of £9 billion a year, but the surplus of £10 billion in 2019-20
will be £3 billion higher than was forecastin March. Debt as a share of GDP will be [ower in
2019-20 than forecastin March.

£ hkillion

201516 201617 2017183 2013-19  2019-20
March Budget 2015 public sector net borrowing 753 39.4 12.8 L2 7.0
Total forecast change -3.0 1.3 34 5.4 74
Total scorecard policy decsiors fax and welfare) -3.6 -9.1 -11.0 -15.1 -17.1
Total indirect effects of scarecand policy decisions 0.6 -34 4.6 4.5 S22
Changes to OBR implisd departtmental spending! 0.1 14.9 3.7 258 8.9
Summer Budget 2015 public sedor net borrowing 095 431 243 64 -10.0
Tfal change fo public sector net borrowing since
Mearch Budget 2015 -5.E 37 1.5 11é 3.0

For corsishenay with the OB8S Sronomic and Fiscal Oublook, dhis & presented on a POCE in BOEL and PRG in OOEL basi, and inckedes changes do
02 not capduned by the Ko abowve
Swirpcer Qifoe for Budget Besporsibifily, B Treasun policy costings and B Treasiny caloladions.

T GDP

201516 201617 201713 201319 2019-20
March Budget 2015 public sector net debt B02 7O.B FER: Py AR
Change in public sectar net debt as a result of change in
bornowing -0.4 0.2 0.4 0o 0.8
Cther changes including asset sales? 0.4 -0.5 -1.0 -1.0 -0.9
Summer Bwdget 2015 public sedtor net debt 303 791 72 Ay 1.5
Tfal change fo public sector nef debié since March
Buiciyed 2015 Q.o -0 & -0 & -0 T -1

Nachades fmpad of change in nominal GOP
Sirpcer QVifoe o Budget Resporsibilly and WM Treasuny calolabions.

To achieve the surplus in 2019-20 the government will undertake around £37 billion of
further consolidation measures. As shown in Table 1.5, this Budget sets out around £17 billion
of measures that will reduce the defidt, including £12 billion by 2019-20 from welfare refom
and £5 billion by 2019-20 from tackling tax avoidance and tax planning, evasion and non-
compliance, and imbalancesin the tax system. In the autumn, the government will set out plans
to deliver the remaining £20 billion of consolidation measures required to achieve the sumplus
following a rigorous Spending Review process.
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£ hillion
201617 201718 201319 201920

Discretionary consolidation’ 9 20 31 37
of which announced at this Budget® 1) 9 13 17
af which weltare refarm = 7 G 12

of which tax awoidance and tax planning, evasion and 1 2 4 c
aampliance, and imbaknoes in the tax system
Further consolidation 3 11 18 20

! D¥seredionany consefdation i caloulated as the sum o recsipds from aveddance and fax plarving, evasion and compliiance and imbalances in the da
aestem and welfare pofgr deckions announced ad Summer Budget 20015 and sed ot in Table 201 and Hhe addifiona reduction fn spending (o
egpivalend increase in dares) reeded o mesd Ehe governmends overall fcal path compared o a courderiaciual in which AOEL axebading
depreciaion groms in lre with the whaole economy inflabion from s 2001506 kel feveloding the O8RS Allowance for Shortiall and al odher
spending fand receipts) follows the OB Latest fiscal forecas,

*edal welfare police decisorns and fodal receipds from avaddance and fax planaing, evasion and compliance and imbalances in dhe day spstem o sed
oot i Table 2.0,

Sengrce: Office for Budget Resparsibiiy, BN Treasiny pelicy cashings and WM Treasuny calouladions.

The Spending Review will identify further reductions, while confirming increased spending
on the NHS and ensuring the UK spends 2% of GDP a year on defence. The government will also
lock to do maore to fackle avoidance and tax planning, evasion and compliance, and imbalances
in the tax system, and will confinue to consider sensible welfare reform.

High debt means a high burden of interest costs on future generations. Even with interest
rates at historically o lewels, central government gross debt interest spending equates to
the budgets of the Ministry of Defence and Home Office combined in 2015-16, as set out in
Table 2.2 22 Reducing debt from its current high lesel s will also help prepare the LK o deal with
future pressures from an ageing population.

High debtincreases the UK's vulnerability to future shocks. Evidence suggests that at
higher debt levels, the scope for fiscal policy to stabilise the economy is reduced 32 A higher
starting level of debt also increases the risk that a further shock to the public finances could
increase debt fo a level that the markets would view as potentially unsustainable, increasing
interast rates.

The evidence suggests that negative effects of debt are likely to start to dominate with
gross debt in the region of 70-90% of GDP. Without further debt reduction, a future economic
shock on the scale of the Great Recession of 2008 would take debt towell over 100% of GDP
This risk can be exacerbated by country-specific factors, such as potential vulnerabilities from the
UFs large current account defidt, large finandal centre, and any negative feedback of high debt
o groweth 32

A strategy for debt reduction must take into account the possibility of future economic
shodks. The LK economy has been subject to relatively frequent shocks in the past and though
the nature and tming are unpredictable, prudent fiscal policy should allow for them . Any
analysis is necessarily ilustrative, but Chart 1.7 below showes the impact on debt by 2035-36 of

B nterest rate data from DMO daily gitt prices (1996-present), and Bank of England yiekd curve archive (1976-1996);
certral gowernment gross debt interest in 2015-16 a5 in Baoromic and fiscal outlook’, OBE, July 2015,

M hee ey, ‘Mew Bviclence on the Private Saving Offset and Ricardian Equivakence’, Rohin, O, OECD Economics
Departrnent Working Papers, Mo, 762, 2010 ‘Fical Policy Reaction to the Cycle in the OECD: Pro- ar Counteropelical?,
Egert, B., OECD Econorics Departrment Working Papers, Mo, 763, 2010; ‘Fiaal stimulus in times of high dekt:
reconsickenng multipliers and tein deficits’, Mickel, Cand A, Tuchka, ECE Working Paper Mo 1513, Februany 2013,

A ‘Brudent debt targets and fscal framawarls’, Fall, F et al., OECD Econarnic Palicy Faper Mo, 15, July 2015,

2'fiecal Monitar, IMF April 2013; 'Prudent debt targets and fiscal frameworks’, Fall, E =t al., OECD Eoonormic Palioy
Faper Mo, 15, July 2015, and references thersin.
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a simple scenario in which the economy is hit once every B yvears by a shock that increases PSND
by 10% of GDP32 In this illustrative scenario, running a permanent 1.4% deficit (equivalent to a
balanced current budget) after 2020-21 means debt only falls by 5% of GOP bebaeen its peak in
2014-15 and 2035-36. In comparison, continuing to run an averall surplus of 0.5% beyond the
forecast period reduces debt by 28% of GDP

Chart 1.7: Public sector net debt in 2014-15 and HM Treasury projections in
2035-36 under different policy assumptions with and without illu strative shocks

G0 —

% GDP

B0 —

0 —

60—

50—

40 —

30 —

20—

Dbt in 201415 Dbt in 2035-36 Deht in 2035-36
(0.5% surplus) feurrent budget balanos,
1.4% overall deficit)

B Debt excluding shocks)
O] llustrative shock that increases public sectar net debt by 10% of GDF every 8 years

Seuree: Debd in 20004- 15 iz an Offfce for Budget Besporsibiliy edimate 203538 faures are M0 Treasury calooladions

1.51 Any strategy for long-term debt reduction must also fake into account the UK's low
inflation environment. Independeant monetary policy now delivers low and stable medium-term
inflation, to the benefit of the whole economy. This contrasts with the experience after World
War I, when veny high inflation, together with financial repression, played a major rale in
reducing debt 3 Substantial debt reduction in future will depend on responsible management of
the public finances and sustainable economic growth.

1.52 The only reliatble way to bring debt down to safer lewels is to run a surplus in nomal
times * Running a surplus will mean that debt falls rapidly when the economy is growing
normally — ensuring that long-term debt reduction will not be knocked off-course by periodic
shocks.

BH - Byaars is awerage gap between technical recessions inthe UK since 1955 (HM Treasuny caloulation bassd on
OMS data), though past recessions hawe not been evenly spaced; & 10% increase in debt is less than the pealk increass
falloveing the 1980 recession.

#The liguidation of government dekt’, Beinhart, C and M. Shrancia, 2011; ‘Fiscal sustainability report’, OBR, 2013,
#This approach is forrmalis=d in the updated Charter for Budget Besponsibility: once a surplus is achieved, the
gowverniment shoukd maintain a surplus unless and until real GOP growth falls below 1% on a molling 4 guarter-on -4
cuarter measurs
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The government has published a draft Charter for Budget Responsibility (the “Charter to
entrench this commitment to reach an owverall surplus and maintain it in normal times. The draft
Charter sets out:

a target for a surplus on public sector net borrowing in 2019-20, and a supplementary
target for public sector net debt to fall as a share of GOP in each year from 2015-16 fo
2019-20

a target, once a surplus is achieved in 2019-20, torun a surplus each subsequent year as
long as the economy remains in normal fimes

These targets will apply as long as the economy is not hit by a significant negative shock
that reduces real GDP growth to less than 1% {on a rolling 4 quarter-on-4 quarter basis). If
the OBR judge that the economy has been hit by a shock, the surplus rule will be suspended.
This will allow the autamatic stabilisers to support the economy when they are needed . The
framework therefore supports fiscal discipline in normal times, while ensunng that future
gonernments will have the flexibility to respond appropriately to shocks.

Following a shock, the government of the day will be required to set a plan to return
to surplus. This plan must incdude approprate fiscal targets. The framework does not
prescribe what the targets should be, allowing the government of the day to respond to the
crcumstances. Howener, the targets will be voted on by the House of Commons and assessed
by the QBR. A surplus in normal times is necessany to provide the government of the day with
the fiscal space to allow appropriate action to be taken in the face of these shocks. The end
goal must be to return the public finances to surplus, ensunng that long-term debt reduction
continues.

The Charter will be laid before Parliament and voted on by the House of Commonsin the
autumn of 2015,

As aresult of the gowvemment’s plan, the QBR is forecasting that the public finances will
refurn to surplusin 2012-20 The surplus in 2020-21 would be the largest structural surplus in
A0 years.

Table 1.4 sets out the CBER forecast for key fiscal aggregates over this Padiament, based on
the strateqy defined in this Budget.

From its post-war peak of 10 2% of GDF in 2009-10%% PEMNE is forecast to fall to;
3.7% of GDPin 2015-16
a surplus of 0.4% of GDP in 2019-20 and 0.5% of GDPin 2020-21

PEMD is forecast to peak at 80 8% of GOP in 2014-15, before falling each year and
reaching 68 5% of GDP in 2020-21

#F'Public Sectar Fnances’, ONS, May 2015
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% GDP. unkess othenyise stated
Estimate Forecast
201415 201516 201617 201718 201319 201920 2020-21
Fiscal mandate

Cyclically-adjusted current budget deficit 24 1.7 0.5 -0.3 -1.1 -1.8 -1.4
Deficit

Fublic sectar net bormowing 4.9 37 2.2 1.2 0.3 -0.4 -0.5
Public sector et barnowing (£ billion) 80,2 5.5 431 243 6.4 -10.0 -11.6
Cyelically-adjusted net bornowing 4.1 32 2.0 1.1 0.3 -0.5 -0.5
Current budget deficit 32 22 0.8 -2 -1 -1.8 -1.4
Frimary balance -34 =21 -0.4 0.8 1.7 2.4 2.3
Cyelically-adjusted primary bakance -2.6 -1.7 0.2 0.4 1.7 2.4 23
Treaty deficit? 5.1 4.0 23 14 0.5 -0.3 0.4
Cyclicalb-adjusted Treaty deficit 4.3 ie 21 1.2 0.4 -0.3 -0.4
Dbt

Public sectar net debit® B0.8 803 791 P2 4.7 715 B85
Treaty debt? 885 B7.6 868 852 628 0.8 764
Memo: Ouwiput gap -8 -0 & £.3 -7 0.0 Q.0 Q.0
Memo: Tofal policy decisions* oz L 05 0.7 0.8 o0&

ViZemeral governmend red borrawiing on a Maasiichd basis,

*Debd g end March, GOF cerdred an end March,

Foebd at end March 20 15 & cothurn; GOF cendred on end March 2015 reflecks #he latest forec st from the OB, Therefore, the Sgure i from the
S Bublic Seckor Fnances release

Aizeneral government gross debd on a Maasiiichd basis

F Equivalent to the Total policy decisions " ine in Table 2. 1.

Segrce: Qffice for Mabional Statibics, Offce o Budget Responsibity and W Trexony caloolabions

The plan to reach a surplus involves a sustained improvement in the fiscal position over the
wears to 2019-20. The government’s preferred measure of the deficit (PSME) will fall by around
1.1% of GDP a year on average. Thisis the same rate as aver the last Padiament.

The OBR forecasts that this fiscal path will lead to a significant reduction in PSND as a
share of GDF over the course of this Parliament. As shown in Chart 1.9 debtis forecast to fall in
aveny ywear of the Farliament, reaching 71.5% of GDP in 2012-20 {a lower level than forecast in
March) and 68.5% of GDP in 2020-21.
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12

% GDP

-2
-4 T T T T T T T T T T T
20810 2010-11 0112 201213 201314 2004-15 201518 20016-17 2017158 2018-19 2019-20 2020-21
O annual change in PSMNE e PSHE
Mote: PEWE in 201 2-1 3 includes a one-off £2.5hn increase due to trarsfers from the Roval wail Pension plan. This
accounts for the PSNE increass in this pear shown; adjusting for this FSME falls in all pears.
Sowrce: Offica for Mational Stabihies and Office for Budaed Resporsbiliy.
85
% GDP
B0
75
FLe
2
&0 T T T T T T T T T T T

200910 2010-11 2011 -12 2012413 2013-14 201415 2015-16 2018-17 2017-18 201819 2220 2020-21

FSMD First year debt falks

fohe: Public ssctor net debt in 2014415 i an Offics for Budget Resporsibility edimate, for the period from 20151 610
202021 # i5an Office for Budget Responsbilty fonecast,

Lpuree Oifffoe for Matona Sabisics and Offce for Budget Responsibifihe
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The government has set out its fiscal plan, o consolidate at the same pace on average as
the last Parliament to reach a surplus in 20138-20. This is a smoother path of consolidation than
wias planned in March, butwill still require action in order to achisve the surplus.

The sections below set out the measures the government will undertake ower this
Parliament to repair the public finances. These measures also deliver by 2019-20 the planned
contributions of £5 billion from avoidance and tax planning, evasion and compliance, and
imbralances in the tax system, and £12 Lillion from welfare, Flans to deliver the remaining
consolidation will e set out in the autumn following a rigorous Spending Review process,

The gowernment believes in lower taxes, and is committed to eliminating the deficitin a
weay that is fair to taxpayers. The cornerstone of this commitment is tointroduce into legislation
a tax lock to rule out increases in the main rates of income tax, VAT or Mational Insurance ower
the course of this Parliament.

This Budget addresses imbalances in the tax system in order to pay for tax reforms to
support individuals and businesses, By 2017-18, B out of 10 working households will be better
off as a result of the income tax Personal Allowance, living wage and welfare (including tax
credits) changes in this Budget. On average, these households will be £120 per vear better off.

The majority of individuals and businesses pay their fair share of tax. However, there are
some who fail to pay what they owe due to error or a failure to comply with their obligations
as a taxpayer, and a small minority who thy o evade or aggressively avoid paying the tax they
should. As part of its consclidation plans, the government will raise at least an additional
5 billion a year by 2019-20 by tackling avoidance and fax planning, evasion and compliance,
and by addressing imbalances in the fax system.

Further details of measures to ensure that individuals and businesses pay what they cwe,
and to address imbalances in the tax system, are set out later in this chapter.

The gowernment' s welfare capis a firm limit on welfare spending, applying to spending
in Annually Managed Expenditure with the exception of the state pension and the automatic
stabilisers.

Consistent with the Charter for Budget Responsibility, the government is setting the
wielfare cap for this Parliament in this Budget. The welfare capis set at the lewel of the OER's
forecast for spending in scope of the cap. The cap therefore reflects the welfare savings
announced at this Budget, and improvements in the forecast since the cap was last sef at
Budget 2014 By setting the cap at the level of the new forecast, the government is commitiing
to deliver the welfare savings set out at this Budget. The forecast margin will be set at 2% of the

e Cap.
£ hillion
201617 201718 201819 2019220 2020-M1
Welfare cap 115.2 1146 114.0 1135 1144
Farecast margin (2%) 2.3 23 2.3 23 23
Spirrcer HM Treasury based an Qe for Budget Resporsibifly Srecast
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In the last Parliament, the government legislated for over £21 billion of welfare savings ¥
A the recovery takes hald, itis right that welfare savings continue to play a role in the deficit
reduction plan.

The government’s plans for reducing theworking-agewelfare bill are set out below. The
government is reforming the wedfare system to make it more affordable and fairer to takpayers,
while continuing to support the most vulnerable, As a result of measures announced in this
Budget, welfare spending will be £12 billion lower in 2019-20 than would othenwise have been the
case. Working-age welfare spending is now forecast to grow at-2 3% annually in real terms over the
Parliament, compared to -0 6% over the last Pariament and 4 0% over the 2005-10 Padiament *®

The government has already identified a further £2 billion of departmental savings in
2015-163 The departmental savings have been achieved through efficiency savings, tighter
control of budgets to drive underspends in-year, and through asset sales.

The government will set out how the remaining consolidation will be delivered in the
autumn following a rigorous Spending Review process.

The Spending Review will look at all elements of public spending in order to create 3
more efficient public sector, whilst continuing to prioritise growth-promoting expenditure and
spending on public services for those who need them the most.

The MHS Five Year Fonward Yiew' outlines a plan for a more sustainable, integrated health
senvice that cares for people closer to home *

The Budget protects spending on the MHS in England and badks its G-year plan. The
government will continue to spend more on the NHS N real terms every year, as it has in every
year since 2070, [twill fully fund the MHS plan which called for £8 Lillion more by 2020-21. This
additional funding comes on top of the £2 billion announced at Autumn Statement 2014

. This additional imvestment will support the
MHE in England to go further than its plan and to ddiver a step changein safety, quality and access,

The Five Year Forward Yiew set out how, with the additional funding confirmed in this
Budget, the MHS will deliver £22 Lillion in efficiency savings by 2020-21. This will come through
improverments to quality of care and staff productivity, and better procurement.

The government will ensure the NHS becomes a 7-day service by 2020-21. Hospitals will
be appropriately staffed atweskends to ensure people can obtain the care they need avery day
of the week  Everyone will be able to access GP services from Bam - Spm seven days a week.
These improverments will allow people to better balance work, health and family and will be a
kew to a more productive economy.

The first duty of government is to ensure the safety and security of the country and
its people. The govemment remains committed to ensuring real groweth of the Ministrg of
Defence equipment plan of 1% per year and maintaining the size of the Army at 82,000, The
government will go further, and
This Eudget alsa

HHMT analysis, hased on OBR's policy measures database

FHMT analysis using WP benefit expenditure and caseload tables, OBR forecast, GOP deflatars from ONS {outturn)
ardd OBR (faracast).

#'Chancellor announces £4 billian of measures to bring down debt’, HM Treasury, 4 June 2015, available on gov.uk
¥ Five ear Forweard Viea’, NHS, October 2014,
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The threats the UK faces are diverse and require coordinated responses from the armed
forces, security and counter terrorism agendcies. In addition to the annual increase in the defence
budget,

The final allocation of this additional funding will be determined by the Strategic Defence
and Secunty Review and Spending Beview, and is conditional on the armed senvices and agendes
producing further efficiencies within their existing budgets to ensure continued investment in
the most important capakbilities.

Allowing for all of the public spending that supports the Ministry of Defence and the
contribution made by the secret intelligence agencies,

In the last Parliament, the government exercised firm restraint over public sector pay to
deliver redu ctions to departmental spending, saving approximately £2 billion * As set out by
the Chancellor at Autumn Statement 2014, the government will need to continue to take tough
dedisions on public sector pay in order to deliver reductions to departmental spending and
protect the quality of public services.

Owvierall, levels of pay in the public sector are now, on average, comparable to those in the
private sector. However, public sector workers cantinue to benefit from a significant premium
once employer pension contributions are taken into account, as shown in Chart 1.10.
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In light of this and confinued low inflation,

This will save approximately £5 billion by 2019-20 % The government expects pay awards to be
applied in a targeted manner within workforces fo support the delivery of public services.

As part of the forthcoming Spending Review, the government will continue to examing
pay reforms and modernise the terms and conditions of public sector workers, This will include
a renewed focus on reforming progression pay, and considering legislation where necessary to
achieve the government’s objectives.

The gowernment wil | work with Local Government Pension Scheme administering
authorities to ensure that they pool investments to significantly reduce costs, while maintaining
cverall investment performance,

The gowernment will continue to pursue more effident ways of working and further
reform to public senices.

At Spending Round 2013, the government announced a control total would limit
payments under PFL and PF2 contracts in nominal terms in each future Padiament. As reported
by the QOER, the Treasury is on frack to meet this target, with forecast cumulative spending from
2015-16 1o 2019-20 for payments on all PH contracts funded by central government standing
at £51.9 hillion *#

This wiill
be phased in from 2018-13, with the full liability being met by the BBC from 2020-21. As part
of these new arrangements, the government will ensure that the BEC can modernise the licence
fee to cover public senvice broadcast catch-up television and anticipates that the licence feg will
nsein linewith CPl over the next Charter periad, subject to Charter Review conclusions on the
purposes and scope of the BEC, and the EEC demonstrating that it is undertaking efficiency
savings at least equivalent to those in other parts of the public sector,

The government is committed to returning the financial sector assets that were acquired in
2008 and 2009 to the private sector. The government will seek to dispose of other commerdial
and financial assets, which there is no policy reason for the government to hold, in order to
maximise value for taxpayers and reduce the level of public debt. Significant progress tow ards
this goal has already been made.

As set outin the OBER's July 2015 ‘Economic and fiscal outlook’, to date the government
has made the following recaveres from finandal sector interventions:

over £40 billion through selling shares in Lloyds BEanking Group, and repayments from the
Roval BEank of Scotland (RES), UK Asset Resolution (UFARY and the estates of failed banks

almost £20 billion in other fees received from Lloyds, RES, UEKAR and other financial
institutions relating to government support and participation in gowernment intervention
schemes — all of which are no longer required

THM Treasury analysis.
®'Fiscal sustainability report’, OBR, June 2015,
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The gowernment has also completed disposals of Eurostar (£757 milliony and Raoyal Mail
shares (£750 million) in 2015-16.#

In light of independent advice, the government will begin to sell off its stake in RES in the
next few months #

The government expects toraise at least £2 hillion in 2015-1&. All options for near-term
disposals will be considered.

* The government will launch a
further share sale which will be open to retail investars in the next 12 months. Further details
will be set outin due course.

LIAR are also on track to complete the sale of assets announced at Budget 2015 from the
forced nationalisation of Morthern Rock and Bradford & Bingley ple, and in parallel arg axploring
options for the sale or cutsourcing of its mortgage senvicing activities.

. Subject to achieving walue for monegy. Thisis expected
to raise around £700 million.

This will ensure the future sustainability of the bank as well as indreasing
its impact by freging it from the constraints of state aid and competition for public funding.

By the end of 2015-16 and subject tovalue for money, the government intends to
sell its shareholding in the Kings Cross property development {valued at £345 million in the
Department for Transport’s accounts) and expects to sell the first franche of the pre-Browne
income cantingent repayment student [oan book ¥ Thereis a central estimate of £12 billion for
total proceeds from tranches to be sold up to 2020, The government is also continuing to work
towrards a sale of its 23% shareholding in Urenco.

In 2013, the government set a target of selling £20 billion of corporate and financial
assets between 2014 and 2020, With sales to date this target is aver two thirds of the way
to being met.® ales planned for the remainder of the year mean the government expects to
significantly exceed the target during 2015-16.

Taken together, the government's central estimate, certified by the QER, is that these
sales of finandal and commerdial assets will raise approximatel £21 billion in 2015-16,
achiewing walue for money for the taxpayer and further reducing public debt,

Overall, planned sales for 2015-16 amount to the largest privatisation proceedsin a
single year ever. This is over £10 hillion higher in real terms than the previous recard in 1957-
i

UK Governiment reaches agreement on the sakeof its entire interest in Eurastar tor £757 1, HM Treasury, 4 March
2015 "Gaverntment sells 15% of shares in Boyal Mail at S00p per share’, Departrment for Business, Innovation & Sklk,
11 June 2015; both available on gowuk

® ‘Exchange of letters on the government’s sharebaldings in Boyal Bank of Saotland’, HM Treasurg, 10 Jun 2015
‘Bothschild report an the government's shareholdings in the Boyal Bank of Scotland (RBES)Y, HM Treasunyg, 10 Jun 2015
bioth available on gowulk.

* Lioycds share sales have now rased over £12.5bn for the taxpayer’, HM Treasuny, 2 July 2015, available on gow uk.
YKings Cross property devslopment valuation in Annusl Report and Accounts 2013 to 20147, Departrment for
Transpart, June 2014,

* Published sales of carporate and financdial assets since January 2014 Lbyds Banking Group (muktiple sales), UK Ass=t
Fesalution Ltd mortgage portfolio, CorstructionLine, Greenooat UK Wind, Food and Environment Bessarch Agency,
Defence Support Group, Eurostar, Boyal Mail) total around £13.7 hillion, of which £4.8 billion since Budget 2015,
THMT analysis. Data prior ta 2010 from *Privatisation’, House of Cormmons Library Beseanch Paper 14061, Mowernber
2014, Data for 2010 ta 2015 fram published anmouncements.
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The government’s fiscal strategy, as set out in the current Charter for Budget
Responsibility published during the last Padiament, is underpinned by the fonward-looking
mandate to balance the grdically-adjusted current budget by the end of the third vear of the
rolling S-year forecast period. The government remains on course to meet the current fiscal
mandate, with the OBR forecast indicating that qydically-adjusted current budget balance will be
achieved a year early in 2017-18.

The government’s fiscal mandate is supplemented by a target for PSMD as a percentage
of GOP to be falling in 2016-17. The OBR forecasts PSMD falls 1.1% of GDP between 2015-16
and 2016-17 . Additionally, PSMND as a share of GDP will start to fall one year earlier in 2015-16
This will be the first time that PSND has fallen as a share of GDP since 2001-02 52

The OBR forecasts that the government is on course to mest the new fiscal mandate
proposed in the Budget to reach an overall surplus in 2019-20, and the new supplementany
target for debt as a share of GOP to be falling in every year to 2019-20.

The government remains committed to bringing the UK's Treaty defict in line with the
3% target set out in the Stability and Growth Pact (5GP . The current forecast indicates that this
target will be met in 2016-17.

2 'Public Sectar Fnances’, OMS, May 2015
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The government’s revised finandng plans for 2015-16 are summarised in Annex & The
debt management framework was set outin the ‘Debt and Reserves Management Report 2015-
18", published alongside the March Budget 2015, and this framework remains in place.

Mational Savings and Investments (M5&1) have a net finandng target which remains at
£10.0 billion in 2015-1&, within a range of £8.0 to £12.0 billion.

The net financing requirement for the Debt Management Office (DM} is projected to
fall by £14.0 billion to be £122.9 hillion. 1t is planned that this will be met through gilt issuance
of £127 4 hillion and a reduction of £3 5 billion in the stock of Treasury bills.

The financing arithmetic provides for £5 .3 billion of sterling financing for the Gfficial
Reserves in 2015-16, as set outin the Revision to the DMO's Financing Remit 2015-16& on
23 April 2015 % The govemment is planning on the basis of sterling financing for the Official
Reserves of £& billion per year on average, owver the 4 years from 2016-17 up to and including
2019-20; thereafter the govemment has adopted a neutral assumption.

SCGMNCR Qutturn 2014-15: Bevision to the DMOs Financing Remit 2015-16° Debt Management Office, April 2015,
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Undeminning the govemment's approach is a commitment to revward work and back
aspiration, while continuing to support the most vulnerable in society. This Budget builds an
economy where people get a fair day’s pay for a fair day's work by earning more and keeping
more of what they earn. [t ensures that welfare expenditure is controlled and that the welfare
systerm s fair to taxpayers who pay forit,

The Budget will support working people by introducing a new Mational Living Wage
UM tolift the wages of the lowest paid, while setting out the path to a tax-free Mational
rinimurm Wage MWW The Budget cuts taxes soworking families can keep more of what they
earn by raising the personal allowance and delivering a real temmns increase in the higher rate
threshold of income tax for the first time since 2010, And it will take the family home out of
inheritance tax for all but the wealthiest.

The Budget reforms welfare so that it is fair both to those who need it, and those who
pay for it 1t makes the whaole systern more sustainable and rewards work.

The Budget ensures the deficitis cutin a fairway by taking significant action to tackle tax
avoidance and aggressive tax planning, tax evasion and compliance, and address imbalances in
the tax system.

The UK's strong labour market has resulted in a substantial fall in income inequality,
with ineguality in original incomes {before taxes and benefits) now at its lowest point for 25
years. In addition, as a result of the dedsions of this government and the previous government,
the poorest fifth of households receive the same proportion of public spending (24%) as they
did before consolidation. Howaver, tax decisions have shifted the burden onto therich: before
consolidation, the richest fifth paid 49% of tax; this has increased 1o 52%.

The government wants to move from a low wage, high tax, high welfare society to 3
higher wage, lower tax, [cwer welfare society, Ower the last Parliament, those on the lowest
wages saw their pay steadily rise, with the MWW now standing at £6 50 Tax reforms took
millions of people out of income tax and reduced income tax for millions more. Flagship welfare
reforms have started to bring expenditure under control and ensure that the system rewards
wiork. And the government is delivering on its pledge to create full employment. In the last
Parliament, the Jobseaker's Allowance claimant count reached its lowest ever level, 2 million naw
jobs were created and the UK recently overtook Canada to have the third highest employment
ratein the G7.

With a record high of 21.1 million people now in employment, record levels of vacandies,
and an economy that was the fastest growing in the G7 in 2014 and is forecast by the CECD
to be the fastest growing again in 201552 the government will take further steps towards the
vision of an economy and society where people are better paid and keep more of what they
earn, instead of relying on an ever increasing benefit system.

The UK has a higher incidence of low pay than other advanced economies: 11in & LK
wiorkers is [ow-paid, compared to an average of only 1 in & among QECD countries = With a
strengthening economy, the government believes that now is the right time to take action to

20ECD Ecoromic Outlook’ OECD, June 2015,
#'0ECD Ernployrent Outlonk’ OECD, Septernber 2014
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tackle low pay and ensure that lower wage workers can take a greater share of the gains from
Qrowth.

- B0% of median eamings isin linewith the approach suggested by Professor Sir Georg e
Bain, the first chair of the LPC, in a 2014 report on the future on the MWW,

This will mean a direct boost in earnings for 2.7 million low wage warkers, and the OER
have indicated that knock-on effects further up the wage distribution could mean a further
325 million people also seean increase in wages as a result of the MUY, By the end of the
Parliament, an individual aged cver 25 wiorking 35 hours a wieek and praviously eaming the MY
will see their gross wages increase by around a third compared fo 2015-16, or £5,200 in cash
terms. This is equivalent to an extra £2,000 per year from the premium alone, £4,000 for a couple.

The chart below sets out the expected profile of the MLW, based on OBR forecasts.
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Alongside the Budget, the government has published an entirely new remit for the LPC 5+
To ensure that the rate of the MLV is set af a sustainable level and continues to take account of

[ Detail].
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broader economic conditions, the LPC's remitwill require it to set the MUW in a way that reflects
the growth in median earnings. The LPC's remit in relation to the MWW will remain unchanged.

For younger workers, the priority is to secure wiork and gain experience, which is already
reflacted in the existing NMW rate struciure. In order to maximise the opportunifies for younger
wiorkers to gain that experience, the MUY will only apply toworkers aged 25 and over. The
wiages of yvounger workers will continue to be underpinned by the core MW,

The government recognises that this new MUW may increase costs for some businesses.
Therefore on top of other reductions in business tax, from April 2016,

. This will help all businesses and charities, particularly smaller ones,
with additional wage costs. As a result, up to 90,000 empl oyers will see their emploper MNICs
liakility reduced to zero. When infroduced in 2014, the Employment Allcwance offset the MICs
costs of emplaying 4 workers full time on the MWW, The increase in the Emplayment Allcwance
will mean firms will be able to continue o employ 4 workers full time on the new MNLUW next
year, without paying any MNICs.

The further reduction in the rate of corpaoration tax will also cut costs for businesses, as
will reforms to the Annual Investrment Allowance (set out in more detail in ‘Backing business and
improving productivity’). The OBR estimate that the increased cost to businesses from the MNLW
could amount to only just awer 1% of corporate profits by 2020,

The concept of setting a minimum wage farget based on 60% of median earnings was set
outin a recent report by the Resolution Foundation, authored by the first chair of the LPC
Professor Sir George Bain, along with others including Professor Alan Manning, as part of a
more ambitious approach to low pay with additional focus on the longer term impacts *

Theintroduction of a MU will reduce the inddence of low pay and increase the returns

to entering work. There may also be an increase in costs for businesses, which could affect
employment. The OER assessment of the impact of the introduction of a Mational Living
Wage, given the continued strong employment growth seen in the LK, is to have “revised
up fractionally” their forecast for unemployment rate. They estimate that even after the
introduction of the new MW, emplayment is forecast torise by 1.1 million in 2021 - only
&0,000 lower than it would have risen without the MW, While some empirical studies have
found reductions in employment from increases in the minimum wage, these have generally
been modest ® Other studies have been unable to find robust evidence of any negative
employment effect ©

Indeed, in 2001, the adult minimum wage increased by 10.8% in a single year. Further strong
risesin 2003 and 2004 resulted in the minimum wage increasing by 21 1% aver four years.
Here, the evidence suggests that there was not a large impact on employment.

summarising the existing research, the LPC stated in 2011 that, “The consensus of the
research findings on the impact of the MWW in the UK is that it has not significantly adwersaly
affected employment but that it may have had a small negafive impact on hours.” Instead
firms have adjusted through other channels, by adjusting profits and pricing strategies,
changing pay differentials and, in low paying sectors, boosting produ ctivity? Employers’ costs
are also being lowerad by other measures in the Budget, including reductions in the rate of
Corporation Tax, and an increase in the Employment Allowance,

=Mlare than a minimum’, Resalution Faundation, March 2014,

*Forexarmnple, Fapps, I and Gregg, P (2014) and Galinda-Rueda, F and Pereira, 5. (2004

PRorexample, Stewart, M., 2004) and Bryan & al., 2013)

*Forexarmnple, ressarch undentaken by Riky B and C Roszzs Sondibene, (2075) suggssts that amongst ow paying
firms, increases in labour costs may have been met by increasss in labour praductivity, associated with increases in
tatal factor productivity:
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A lower tax society: cutting taxes for working people

1129 Alongside action on wages, the gaovernment is supporting working people by ensuring
that they can keep more of the money they eam by cutting taxes.

Income tax

1120 In the last Parliament, the personal allowance increased by more than 60%, from
£E475in2010-11 to £10,600 in 2015-16. Itis delivering a tax cut for ower 27 million
individuals, with basic rate taxpayers being £525 better off in 2015-16 compared with 2010,
Asaresult, 2.8 million individuals on the lowest incomes were remaved from income tax
altogether, addressing the memy-go-round of taking taxes off people only torepay them in
benefits.

1131 The government wants to continue to reward work by reducing taxes and taking more
pecple out of income tax. The government has therefore pledged to raise the personal
allowance to £12,500 by the end of this parliament. This Budget takes the first step
towards this commitment. In 2016-17, the personal allowance will increase by £400 to
£11,000. As aresult, a basic rate taxpayer will be £80 better off in 2016-17 compared to
201516, and £905 better off compared with 2010,

1.132 The government beligves that people working 20 hours a week on the lowest pay {the
MW should not pay income tax. The government will therefore legislate to ensure that
once the personal allowance has reached £12,500, it will always be set at least at the
equivalent of 20 hours a week on the NMW. This will ensure that those working up to

30 hours on the N will not pay income tax in the future.

Chart 1.13: Annual gross salary for 30 hours per week at National Minimum Wage
and Personal Allowance
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The government wants to encourage those who aspire to progress in work. That is why
the government has pledged to

This is the first time since
2010 that the higher rate threshold will go up by more than inflation alone. These changes
wil [ lift 130,000 individuals out of higher rate tax by 2016-17, compared to 2015-16. A typical
higher rate taxpayer will benefit by £142 in 2016-17, and will be £818 better off compared
to 2010,

In the last Parliament, the gowernment started reforming the welfare system to make it
fairer and more affordable, legislating for £21 billion of savings. Universal Credit, which brings
together & benefits into 1, represents the most fundamental reform of welfare since its inception
and will mark a turning point towards a system whera work will always pay more than a life on
benefits. Universal Creditis due to expand to over 500 jobcentres by the end of this year,

Howewer, despite progress during the last Parliament there is still more to do. Taxpayers
are still being asked to pay for welfare expenditure that remains disproportionately high. 7% of
global expendifure on social protection is spent in the UK, despite the fact that the UK produces
4% of global GDP and has only 1% of the wiorld’s population. As chart 1.14 shows, spending on
wiorking-age welfare has increased significantly in real terms ower the last few decades. Too
many families continue to be trapped on benefits.
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Since the finandial crisis began in 2008, average earnings have risen by 11%, whereas
maost benefits, such as lobseeker's Allowance, hawve risen by 21%. To ensure that it always pays
towiork, and that earnings growth overtakes the growth in benefits,

This is forecast to save £4 billion a year
by 2019-20

Statutony payments, including Maternity Allowan ce, Maternity Pay, Paternity Pay and
Statutory Sick Pay will continue to be indexed by CPL. Disability benefits will also continue to be
indexed by CPl, including Personal Independence Payment, Attendance Allowance, Disability
Living Allowance and Employment and Support Allowance (Support Group).

The gowernment will continue to protect benefits which are specifically for pensianers.
The *triple lock’ on the State Pension will be maintained; and other benefits for pensioners
including the Winter Fuel Allowance and free TV licences far ower 755 will be protected in this
Parliament. Pensioners have paid into the system throughout their working lives, and are the
group least able to increase their income in response towelfare reform.

. requiring Housing
Assocdations and Local Authorities to deliver effidency savings, making better use of the £13
killion annual subsidy they receive from the taxpayer. Rents in the social sector increased by 20%
cwer the 3 years from 2010-11. This will allow social landlords to play their part in reducing the
wielfare bill. This will mean a 12% reduction in average rents by 2020-21 compared to current
forecasts.

Tax credit expenditure more than trebled in real terms bebween 1999-00 and 2010-11,
with total expenditure in 2014-15 estimated to be around £30 billion — an increase of almost
£10 billion in real terms aver the last 10 years. UK expenditure on family cash benefits is the
highestin the OECD, and was double the OECD average in 2011, 9 out of 10 families with
children were eligible for tax creditsin 2010, As a result of the reforms undertaken in the last
Farliament, & out of 10 are eligible currently.

The government beligves that now is the best time to address this growing expen diture
if the welfare systerm is to be put on a sustainable footing. Tackling tax credit spending is part
of properly addressing the root causes of low pay, with the new MNLW and a mare generous tax
systemn to help people earn more and keep more of what they eam, rather than addressing only
the symptoms of the problem by subsidising low pay through the benefit system.

The Budget will therefore reform the tax credits system {and its successor, Universal
Credit) to protect existing families on the lowest incomes while favouring support toworking
families through the tax system and earnings growth, rather than the benefit system.

- In tax credits, this paint (known as the income threshiold) will be reduced
from £6,420 to £3,850 . The equivalents in Universal Credit (worlk allowances) will be reduced
to £4,764 for those without haousing costs, £2,204 for those with housing costs, and rem oved
altogether for non-disabled claimants without children.

. by increasing the taper rate in tax credits from 41% to 48%.
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The Budget will also reform tax credits to make them fairer and more affordatle. On top
of Child Benefit for eveny child, an out of wark family with & children can currently claim cver
£14,000 a year in tax credits alone. The government beligves that those in receipt of tax credifs
should face the same financial choices about having children as those supporting themselves
solely through wiark,

[n addition,

to ensure fairmess between those who receive Housing Benefit and those who do not.

Child Benefit will continue to be paid at the same level for all children. The existing
entitlermnent of families who remain in receipt of tax credits and Universal Cradit will be
unaffected by the reforms to limit support to 2 children and the abaolition of the family
premium. This will mean that those whao already have larger families and have made plans on
the basis of the current system will not lose out. The disabled child premia in tax credits and LIC
will also continue to be paid to all children with a disability.

These changes will see expenditure on tax credits return to 2007-08 levels in real tenns. In
2016-17, 5 in 10 families with children will be supported through tax credits, down from &in 10
today and 9 out of 10in 2010 Chart 1.15 compares past and forecast expenditure on tax credits
and predecessor benefits as a proportion of GDF, and illustrates the impact of these reforms.

Taking the welfare changes together with the infroduction of the N and record
increases in the income tax personal allowance, this will mean that 8 out of 10 working
households will be better off in 2017-18 by an average of £120. A couple aver 25 working
full time an the NMW and whao benefit from the MU, with 2 children, will take home a higher
net income by 2020-21 than they did in 2015-16. Chart 1,16 illustrates the picture across the
decade.

#HM Treasury Microsimulation Maodel.
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The table below sets out the combined impact of the Budget changes towelfare, the
personal allowance and MUY on individual households. A typical renting househaold with twio
children and twio full-time earners currently at the minimum wage will see their net income rise
by 12% in real terms ower the Parliament. Cwer the Parliament, a typical renting household with
one child, and one adult in work currently at the minimum wage, is expected to see their net
income rise by 6% in real terms, whereas the same househald with no one in work is expectad
to see their income fall in real terms by 4%,

net income fcashy Change % change % change
since since since

201516 201516 2015-16

{cash fcash {real

201011 201516 2020-21 tems) terms) terms)
Dual ssrner farmily: Couple, 2 children,
235hrs an MLW £24 B8R0 £2B160  £33730 tL 570 200 1.2
Bart-time second earner: Couple,
2 chikren, 1at sarrer sarrs median

salary, 2nd sarner 16hrs on NUW £27020 £28130 £3L 480 £6.350 22 14%
Singke earrer family: Couple, 2 chikdren,

1x35hrs an NLW £25060 f£26,040 £28510 £2480 10% i
Working lone parent: 1 child, 35hrs an

LA £18850 £21,110 £22650 £1.550 s 1%
Singke persan: ra chikdren, 35hrs an

LA £11560 £13,060 £15170 £2110 16% LA
Out of work couplke, 1 child £15600  £17,600 £18030 £350 % A%
Out af work couple with children, Ting

outside London, subjgect to benetit cap £28.300  £26.000  £20,000 -£6,000 -23% -28%

Howsehalds are asumed do be renting & the average LHA rate. Bene it cap example & based on a higher rend and 5 children. Legagy bene fits gestem
5 ased dor 200011 and 200 5 18 U aestem for 2020-21, Seludes counal tay and Cotrnel! Tax Bere fCou nal T Suppart.

2020- 21 inchedes the Gavernment's ambition do raie Pemsonal Alowance o £12 5K

BN weartring howse hedds eann dhe WM ML o 20200271) unbess stated obterwise. Minimom wage rabes woed are these in effedt ad Hhe boginoing of
the fscal year Individual” earings above dhe WAL I are assomed de e with average earnings.

Figures may not sum due do rournding.

Seirrce: WA Treasury caleolaliors, O earmings data, OBS eanings and inflation farecasts.

The government believes that those out of wark should not receive maore from benefits
than many working families earn. Gien the success of the househald benefit capin encouraging
househaolds tolook for work,

, from £26,000 to £20,000, except in London
where higher rents will be recognised through a £22,000 cap. Households subject to the cap
still receive substantial support: a cap at £22,000 is equivalent to typical pre-tax earnings of
around £29,000, and a cap at £20,000 is equivalent to fypical pre-tax earnings of around
£25,000. Those who find a job will continue to be exempt from the household benefit cap,
creating a cear incentive to maove intowork, Exemplions will continue to apply for the most
wUlnerable disabled people.

Tohelp ensure Local Authorities are able to protect the most wulnerable housing benefit
daimants,

The gowernment believes that those on higher incomes should not be subsidised through
social rents. Therafore,
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This will ensure they pay a fair level of rent, or make way for those whose need i greater,

Local Authorities will repay the rent subsidy that they recover from high income tenants to the
Exchequer, contributing to deficit reduction. Housing Assocdiations will be able to use the rent
subsidy that they recover to reinvest in new housing. This could raise up to hundreds of millions
of pounds in additional rental income for Housing Associations. The gowernment will cansult
and set out the detail of this reform in due course.

to
limit their use and ensure that househaolds are offered tenandies that match their neads, and
ensure the best useis made of the social housing stock.

Currently, those who receive benefits o help to pay their mortgage interest are able fo
do so indefinitely with no need to pay anything back.

The government is committed to achigving full employment: it has already set out
its ambition for the UK to have the highest employment rate in the GF and will introduce
a statutory duty on the government to report progress against this ambition. Achieving full
employment means backing business, reforming welfare and rewarding work. But it also means
ensuring that all groups in society are given the support they nead to find and keep a job.

To help young people move into and get on in work,

. From Apnl 2017, young
pecple will participate in an intensive regime of support from day 1 of their benefit claim, and
after & months they will be expected to apply for an apprenticeship or traineeship, gain wiork-
based skills, or go on a mandatory work placement to give them the skills they need to mowve
into sustainable employment.

To prevent young people slipping straight into a life on benefits,

- Thiswill ensure
young people in the benefits system face the same choices as young peaple whowork and who
may not be able to afford to leave home. There will be exemptions, including for vulnerable
young people, those who may not be able to return home to live with their parents, and those
who have been in work for & months prior to making a claim, who will continue to be able to
receiye housing support for up to & months while they [ook for wark.

Increasing employment levels amongst people with disabilities and health conditions
are a key part of the govemment’s aim to achieve full employment. The current system creates
a finandal incentive to daim sickness benefits over labseeker's Allowance.

. dlongside additional support to help them take steps back towork.
This will ensure the right incentives and support are in place for those doser to the labour
market to help them make this transition when they are ready, while maintaining the extra
financial support ESA provides for those in the ESA Support Group who are furthest from wiork.
Existing ESA claimants will be unaffected.

The gowernment will also consider where employers and insurers should play a greater
role in providing support for those who suffer from industrial injuries in the workplace. The
government will report at the Spending Review
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While progress has been made in women’s employment, inequalities remain — the fermale
emplayment rate is around 10 percentage points [ower than for men. Much of this relates to
childcare: according to the 2012-13 Department for Education childcare and early years survey
of parents, over half {54%) of non-working mothers agreed that they would like to go out to
wiork if they could arrange good quality childcare that was convenient, reliable and affordahble.

. This will support those who choose to go out toworlk. The government
will implement this extension of free hours early in some local areas from September 2016 This
free childcare is worth around £5,000 a year per child . ® To support delivery, the government
has committed to raise the average hourly rate providers receive and is undertaking a resiew of
childcare costs in order to set a rate that is fair for providers and delivers walue for money for the
taxpayer,

The government also reaffirms its commitment to deliver Tax-Free Childcare to support
parents in the decision to go out towork, or work more, and provide security for their
families. As announced on 1 luly, the government welcomes the Supreme Court’s jJudgment that
its proposals for delivering the scheme are dlearly lawful and

[n the meantime,

- Parents who wish to remain in Employer
Supported Childcare once Tax-Free Childcare is launched will be able to, while their current
emplcyer continues to offer the woucher scheme. The new scheme will support up to 1.8 million
working families by providing up to £2,000 of child care support per year per child.

In the context of the extensive childcare support offered to parents of 2 and 4 year
olds, the govemment will also change the conditions for parents claiming out of work benefits.

. This is a further step in a process of
reform which has helped lift the proportion of lone parent families in work to its highest lewel
since 1996,

while paving the way for the introduction of regional adoption agencies.

The gowernment is committed to eliminating the deficit in a fair way, while supparting
wiorking people through the tax system and higher wages. The cornerstone of this commitment
is tointroduce legislation for a “tax lock™ to rule out increases in the main rates of income tax,
VAT and Mational Insurance for the duration of this Farliament, providing certainty toworking
people.

Instead, the government will continue to target those who evade or avaid paying
taxes to ensure that all businesses and individuals make a fair contribution towards reducing
the deficit. This will build on the government’s crackdown on tax avoidance, aggressive tax
planning and evasion over the last Pardiament, which achieved £7 billion of annual savings.
The government has also identified a number of imbal ances in the tax system where support
disproportionately benefits certain groups or types of business structure, and this Budget
addresses those imbalances.

#HMT calculation,
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The majority of individuals and businesses pay their fair share of tax. Howewer, there are
some wiho fail to pay what they owe due to error or a failure to comply with their obligations as
a taxpayer. There are also a small group who deliberately try to evade paying the tax they should.

This Budget
. The government will invest
£200 million cyver this Parliament.

This includes

. with the aim of increasing prosecutions in this area to 100 a year
by the end of the Parliament.

Aswiell as announcing additional resource for the measures announced today on evasion
and non-compliance, the govemment is committed to providing HRIRC wiith the funding
it needs to maintain its cument level of compliance performance, while making efficiencies.
HWIRC s compliance yield targets will increase to reflect the impact of the Budget measures.

Toimprowe tax compliance among large businesses,

Toimprove tax compliance among small businesses,

HMRC will consult on these proposals in July 2015,

Thiswill improve the effectiveness of the UK CHC regime in countering aggressive
tax planning by multinational companies while maintaining the overall competifivenegss of the
UK Corporation Tax regime.

This measure will have immediate
effect by requiring taxpayers who receive carried interest to pay the full 28% CGT charge on
their award. Asset managers will no longer be able to use tax planning to reduce the value of
the gain. The gowernment continues to support the asset management industry in the UK, and
considers that carried interest should be subject to CGT, as it reflects the underying long term
performance of a fund’s investments.

The
consultation will set out and clarify the circumstances in which performance fees arsing to fund
managers fram management activities will be capital in nature.

Employment taxes contribute aver 40% of HMREC receipts. Howewver, there are many
different mechanisms that employers and individuals use to reduce taxes paid on eamings. This
i5 not fair. Two individuals doing the same job, in the sameway, can end up paying wery different
lewels of tax. The government wants fo fake steps to address this.
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The government recognises that many individuals choose towark through their cwn
limited company. However, where people would have been employees if they were praviding
their services directly, anti-avoidance legislation commonly known as R3S introduced in 2000
requires that they pay broadly the same tax and Mational Insurance as other employees. As
highlighted by reports from the Office of Tax Simplification and the House of Lords, it is clear
that IR3E is not effective enough. Mon-compliance in this area is estimated to cost over £400
million a year.

. The government wants to find a
solution that protects the Exchequer and improves fairness in the system.

Toimprowve tax compliance among wealthy individuals,

Together, these
proposal s will help ensure HMREC has an in-depth understanding of wealthy individuals’ tax
affairs and the risks they present.

For those individual s who continue to avoid paying the comect level of fax, the
government will strengthen the penalty for doing so, which will also act as a wider deterrent
from such activities.

Following the
announcement at Budget 2015,
The GAAR penalty will be proportional to the
amount of tax recovered by the GAAR.

The government has identified a number of areas of the tax system where imbalances
have developed over time and where certain reliefs are disproportionately benefiting certain
groups of individuals. This Budget seeks to make the tax system fairer and better at supporting a
productive econamy.

The current system of tax credits on dividends was designed over 40 years ago when
corparation taxwas more than 50% and the total tax bill on dividends for some was more than
B80%. Since then, tax rates induding corporation tax have fallen, leaving the Dividend Tax Credit
as an arcane and complex feature of the tax system.

Alongside further cuts fo corporation tax rates for all businesses, the government will
reform and simplify the system of dividend taxation, while maintaining the extensive tax reliefs
for investments held in 1545 and pensions.

This will ensure that ordinary investors with smaller portfolios
and modest dividend income will see no change in their tax liability — and some will pay less tax.
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Combined with the increases the government has made to the personal allowance and
the introduction of the Personal Savings Allowance,

While these
rates remain below the main rates of income tax, those who receive significant dividend income
- for example due to very large shareholdings (typically more than £140,000) or as a result of
receiving significant dividends through a closed company — will pay mora.

These changes will also start to reduce the incentive to incorporate and remunerate
through dividends rather than through wages to reduce tax liabilifes. This will reduce the cost
to the Exchequer of future tax motivated incorparation (TG By £500 million a year from 2019
200 The tax system will continue to encourage entreprenaurship and investment, including
through lower rates of Corporation Tax.

The current tax system supports landlords over and above ordinany homeownears,
Landlords can deduct costs they incur when calculating the tax they pay on their rental income.
A large portion of those costs are interest payments on the mortgage. WMortgage Interest Relief
wias withdrawn from homecwners 15 years ago. However, landlords still receive the relief. The
ability to deduct these costs puts investing in a rental property at an advantage. Tax relief for
finance costs is particularly beneficial for wealthier landlords with larger incomes, as eveny £1 of
finance cost they incur allows them to pay 400 or 45p less tax. The Bank of England has also
noted inits recent Financial Stability Report that the rapid growth of buy to let mortgages could
pose a risk to the UK's finandial stakility 2

The restnction will be
phased in over 4 years, starting from April 2017, This will reduce the distorting effect the
tax treatment of property has on investment and mean individual landlords are not treated
differently based on the rate of income tax that they pay. It will also shift the balance betuween
landlords and homeowners.

The government will also reform how landlords of residential property can account
for the costs they incur in improving and maintaining rental property. Currently, landlords of
furnishied properties can deduct 10% of their rent from their profit to account forwear and tear,
irrespective of their expenditure. This means landlords can reduce their tax liability even when
they have not improved the property.

The value of this relief has been frozen since 1997, so this indarease
wiill allowe individuals who rent a room in their main residence to do so tax free on income up to
£7.500 to reflect increases in rent.

Within a controlled immigration system, the government wants the UK to be a
destination that will attract talented people towaork and to do business. Having a tax system
that is internationally competitive brings in talent and investment which contributes to the
growth of the economy. The UK's rules for those who are not domiciled here are important in
attracting people tolive and towork here. The government remains committed to that aim.

# Financial Stahility Report’, Bank of England, July 2015,
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Howwewer, the government alsowants the system to be fair, It beligves that those who choose to
live in the UK for a long time should pay taxes here like everybody else,

These changes will bring an end to the permanent non-domicile
status. They create a fairer system wihile protecting the ability of the LK to confinue to attract
individuals to come to the UK towork and inwest.

- These changes will limit abuses of the rules by people with non-domicile status who
use complicated structures to make their UK homes look like offshore assets.

salany sacrifice amangements can allow some employees and emplovers to reduce
the income tax and Mational Insurance that they pay on remuneration. They are becoming
increasingly popular and the cost to the taxpayer is rising.

Toensure that the NICs Employment Allowance is focussed on businesses and charities
that support employment,

The government wants a more simple tax systemn that enables UK businesses to compete,
and this Budget sets out a number of steps to achieving this. However, a tax system that is fair
for all taxpayers means ensuring a fair contribution from businesses.

While the government considers that banks and building societies should make an
additional contribution to reflect their unique risks, it recognises the need to balance this with
considerations around UK competitiveness and banks' ability to support the broader economy.

This Budget therefore sets out a long-term roadmap for the taxation of banks, designed
to maintain this balance and take account of the very significant improverments in banking
sector regulation and underlying profitability since the bank levy was first infroduced. This
invohies three steps:

This plan is forecast to increase banks' additional contribution by around £2 billion
across the forecast period, helping to ensure banks make a fair contribution . Howeyer, it also
sets a path towards a more competitive and sustainable model for raising revenueg from the
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banking sector cver the longertermn, which is a 26% rate of tax on profit — the lowest among
7 nations —and a 0.1% lewy on UK balance sheet liakilities.

This means that banks" contribution s will be increasingly aligned with profit and capital
accumulation, redudng the risk of tax constraining lending or influencng banks® decisions an
the location of intemationally mobile activities. It also means that banks’ contributions will
be increasingly linked to activities within the UK, helping toreduce the impact of tax on the
com petitivenaess of UK banks’ overseas operations and helping to reflect the ongoing impact
of regulatory reform and resolution planning in reduding the risk of these operations to the UK
ECOMNOIMY.

Finally, by allowing tax receipts torespond naturally to changes in banks’ balance sheets
and profitability, these changes will introduce stability into the banking tax regime and ensure
that banks can incorporate tax into their business plans with greater certainty. This is reinforced
by the govemment’s decision to legislate the bank lewy rate, out to and including 2020-21, in
the upcoming Finance EBill.

As part of this banking tax roadmap, this Budget also announces that

, consistent with the govemment’s general policy on avoiding double impaosition . Affected
banks will be able to claim relief from 1 lanuary 2016,

Companies are currently entitled to deduct the costs of compensation payments
in calculating their profits liable for Corporation Tax. As announced at Budget 2015,

. This is forecast to increase bank's Corporation Tax payments by
around £1 billion over the next & years.

The gaovernment remains committed to ensuring customers can purchase insurance at a
fair price. The cost of home contents insurance has fallen by 8% since last year, and the cost of
comprehensive private motor insurance has fallen by 10% in the last 3 years. The government
will reform the regulation of the daims management sector o help to drive ouf further
unnecessany costs from insurance premiums. This Budget announces a

In addition, thereis also a
case for reform of the fees that CMCs charge consumers, particularly in those instances where
consumer complaints fall within the remit of the Financial Cmbudsman Senvice. Therefore,

This builds on the success of previous measures including the ban on referral fees and
action to address fraudulent whiplash daims. The Insurance Fraud Taskforce will report by
the end of 2015 on what can be done to reduce the impact of fraud on insurance premiums.
To further assist car owners, the government will

. saving motonsts more than £100

million per year, subject to public consultation and cost-benefit evaluation. If people compare
the different options available for their insurance they can generally get a much better deal,
but many people simply renew with their existing insurer without checking the price they could
get elsewhere,
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The Insurance Premium Tax standard rate will remain lower than that of many
other EU Memiber States. [twill, for example, continue 1o be much [ouer than the 19% tax rate
that applies in Germmany.

Thiswill deter insurers from routing costs via offshore
assodiates and ensure UK VAT is accounted for an all repair services on UK insurance confracts.

This is consistent
with the rules in other major economies. The govemment continues fo support company growth
and expansion, and believes this will remove a distorfion in the market which is artificially
altering the way companies choose to expand. This change has immediate effect and will only
impact future purchases of assets.

Currently, large companies in the UK pay tax in instalments, but they do not start paying
tax until the seventh month of their accounting period. This means that large UK companies
pay tax later than in most other G7 countries, and later than most individuals. This lag creates a
cost to the Exchequer

The consultation launched at Autumn Statement 2014 on introducing a tobacco lewy has
now ended. Analysis of the responses shows that the impact of a tobacco lewy on the tobacco
market wiould be similar to a duty rise, with tobacco manufacturers and importers passing the
[y onto Consumer prices.

HMRC analysis shows that a lewy of £150 million wiould only raise £25 million after
behavioural effects. The methodaology used to calculate the impact of a lewy on the public
finances has been verified by Ulrike Hotopp, the Chief Economist at the Department of
Environment, Food and Rural Affairs. As tobacco duties have already increased this year and
will conftinue to increase by more than inflation each year in this Parliament, the government
has decided not to infroduce a lewy on tobacco manufacturers and importers. The consultation
responses will be published sharthy.

This Budget also announces

The governmentis also committed to suppaorting small dder makers given their
important role in rural communities.

The government is committed to supporting savers at all stages of their lives to help them
secUre a better finandal future for themsehres and their family. Cwer the last Parliament, the
government took significant action to give people greater freedom and control over their pensions,
and to reduce taxes for savers. This Budget continues this support by ensuring that people can
pass on assets built up cver their lifetime to their family without womiing about inheritance tax,
and that people hawve access to high quality advice to help make financial decisions.
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The gowernment understands that people aspire to build up assets with the aim of
passing them on to the next generation in their family, and believes that working families should
be able to pass on those assets to their children and grandchildren without needing toworns
about inheritance tax. Only the venywealthiest in our society should be asked to pay tax on the
assets built up over their lifetime.

Hoeowrewer, rising house prices are confributing to nearly double the number of estates
facing an inheritance tax bill by 2020-21. 63,000 estates are forecast to have a tax liability
in 2020-21, which is more than at any time since inheritance tax was introduced.

The gowernment will achiewe this by

_This 15 in addition to the inheritance tax nil-rate band, which is set at £325,000 for
the estates of individuals. This creates an effective £500,000 inheritance tax threshold for estates
in 2020-21. As with the current nil-rate band, any unused main residence nil-rate band will be
fransferred to a surviving spouse or civil partner and

in 2020-21.

The new main residence nil rate band will also be available when a person downsizes or
ceases to own a home on or after 8 July 2015 and assets of an equivalent value, up to £175,000
in 2020-21, are passed on death to direct descendants. For example, an individual might choose
o downsize from a home waorth £200,000 to a home waorth £100,000. They could still benefit
from the maximum allowance of £175,000in 2020-21 if they leave the home and £75,000 of
other assets to direct descendants. They will only be liable toinheritance tax if the total estate
exceeds £500,000. The new thresholds are illustrated in chart 1.17.
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Toensure that the wealthiest estates continue to make a greater contribution to
inheritance tax receipts,

This ensures the effective inheritance tax threshold will be up to £1 million by the end of the

Parliament. The number of estates making a contribution toinheritance tax or its predecessor
will continue to be higher at the end of the decade than in any year betiween its introduction
and 2014-15. The chart below illustrates the number of estates liable for inhentance tax and

cash receipts.
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To pay for the reforms to inheritance tax and to control the cost of pensions tax reliefin
the short term the govemment needs to make sure that the support provided to pension savers
is affordable and targeted where it is needed most.

= For every £2 of adjusted income ower
£150,000, an individual's Annual Allowance, the limit on the amount of tax relieved pension

saving that can be made by an individual or their emplover each year, will be reduced by £1,
down toa minimum of £10,000.

To ensure this measure is focussed on the higher and additional rate tax payers who
currently gain the mast benefit from pensions fax relief, those with income, exduding pension
contributions, below a £110,000 threshold will not be subject to a Tapered Annual Allowance.

& djusted income’ indudes taxable sarnings and all persion cortributions, but dees not include charitable
contributions.
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Only 1% of taxpayers exceed this threshold and save into pensions, and even fewer will actually
be affected by this measure.

The government alsowants to make sure that the right incentives are in place to

encourage saving into pensions in the longer term.

to strengthen incentives to
save, offering savers greater simplicity and transparency, or whether it would be best to keep
the current systern. The govemment is interested in views on the various opfions that have been
suggested for how the system could be reformed. These range from a fundamental reform
of the system {for example maoving to a system which is "Taxed-Exempt-Exempt” like |54s and
providing a government top-up on pension contributions toless radical changes (such as
retaining the current system and altering the lifetime and annual allowances), as well as options
in between.

Any reform to pensions tax relief would build on the reforms to the pension and savings
tax systemns announced in the last Pariament, which hawve already given individuals greater
freedom with their money and flexibility over how they hold their savings.

Ower 85,000 people have taken advantage of the new flexibiliies for accessing
pensions that were introduced in April 2015 The government believes it is important that all
Consumers can access free, high quality guidance on their choices.

The government also wants fo ensure that people can access the new flexibilities easily,
and at reasonable cost,

f
there is evidence of such penalties, the gowernment will consider imposing a legislative cap on
these charges for those aged 55 or ower,

The government wants existing annuity holders to have the freedom to sell their annuity
income. The government will set out plans for a secondary annuities market in the autumn, and
agrees with respondents to the recent consultation that implementation should be delayed until
2017 to ensure there is an in-depth package to support consumers in making their dedsion.

The gowernment is committed to supporting savers at every stage of their life. From
April 2016 the government will deliver a major reduction in the level of tax on savings with the
introduction of the Personal Savings Allowan ce, which will exempt the first £1,000 of savings
income from tax for basic rate taxpayers and the first £500 for higher rate taxpayers, and as
detailed abowve, this Budget announces the creation of a new £5.000 dividend allowance.

Tohelp as many people as possible realise their aspirations of home ownership, the Help
to Buy: 154 was announced at Budget 2015, This supports people saving up for their first home
by providing them with a maximum govemment bonus of £2,000 on £12,000 of savings.

First time buyers will be able to deposit
£200 per month into their Help to Buy: 154 at participating banks and building societies.
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The Equitable Life Payment Scheme, which began making payments in 2011,
has paid out over £1 billion to around 87% of eligible policyholders. The government is
announcing today that
As part of this, the government will undertake a further effort to trace
remaining policy holders due £50 or more, With Profits Annuitants will continue to receive
annual payments under the Scheme for their lifetimes.
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